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Report l!o. lo-38 

STRICTLY COIIFIDEN'l'LU. 

THE CONVERSATIONS AT CHANGSHA BETliEEN '!HE 

BRITISH AMBASSADOR AND CHIANG XAI-SHEI 

1. The recent talks a t Changaha on November •th and 6th 
between the British Ambaeeador and Chiang lai-ahek were not , 
aa had been generally rumored in the prase, the medium tor the 
former to convey to the lAtter peace teras from the Japanese , 
fhe ehoe was, in fact, quite on the other root. Chiang la1-ehek 
did moat or the talking ae ia indicated in the Aide ~emolre 
ot their first conversation, a verbatim copy or which ie appended 
to th1a report . 

1 

2. Although I had felt that Chiang was still adamant on the 
question of continuing reeietanoe and knew in advance that Sir 
Archibald's visit waa the result or nn invitation whioh the Genar­
alias l mo had extended to him during the course or their last oeet-
1ng at H&nkow late in July, I myself was led to believe by the 
peraiatent reports coming over the radio news broadcasts just 
pri or to his arrival at Changeha that he mi.ght be the purveyor or 
terma. It was obvious that if Jap&n could not arrange terms after 
the almoet al.JIIultanaoue capture of Hankow and Cant on, there were 
no kay pointe or centers in the field ahead ot thea the capture of 
which could be used either to bring pressure on the Chinese or 
which could be publicized in Japan as the "final victory• or the 
war. I was led to the further ouspioion of possible peace efforts ' 
by the Ambassador , aa hie entourage approached Changeha from 
Kunm1ng, by secretive h1nta from my friend, the Commanding Officer 
ot HltB Sandpiper• , that he had received very important deeptnchae 
tor H. E. which contained amazingly eney peace proposals . I gather­
ed that either the British Embassy in Shanghai or Tokyo wao forward­
ing these, the general nature or which included a ninety nine year 
leoee on U&nchoukuo, demilitari£ation or China north or the Yellow 
River, complete withdrawal ot Japanese troops to the coast {with 
certain conditione) and agreement to negotiate with the luomintang 
conditional upon certain changes in personnel and policy. 

3. I later discussed these points with lli.r .Archibald direct. 
Re laughed end said they were what his friend Mr. rani {tha Japanese 
Uiniater at Large in Shanghai) hod frequently spoken to blm about .. 
When he had asked ur. Tan1, however, if he m1sht diaouea these term• 
with the Generalissimo and present them as a formal proposal, Mr, 
Tan1 had beaten a hasty retreat, saying they were only hie own ideao 
•.nd not ortlcially approved. {obviously lacking the .Arm:r's con­
currence) 

•· The British Aabauador arrived at Changaha on the evening 
ot November Jrd accocpanied only by a young private aeoretary and 
hia new Uilitary Attache, Lt. Col, c. N. Spear. At the invitation 
ot the Captain or RUB "Sandpiper• , I was among thoae who met~. 
Ur. Donald had arriY&d that aftemoon from Nan 'fllah {Hong Sb&n ) , 
where the Oenerel1ee1mo was staying, to erranga the talks. 'l'be 
Genernl1ea1mo and ll&dame Chiang came up the aue night 1\nd went to 
the private villa of the Governor of Hunan on the outskirts or the 
city. Chiang lai-ahek had juat r eturned from a trip to Nanchang by 
oar where he had gone tor 8 mil itary conrerenoe. {He and hie party 
bad flown from Hankow to HengyMg when they e'l'acua ted on the night 
or October 2•th and be went to Nanchang aoon afterward&,) Sir 
.Archibald expreaeed pleaaure at teeing ae when ba arrived and 
iaa&diately inquired 1n Ur, Donald's presence if we might have & 
chat while he was there. Kr, Donald had arrangad f or lila t o lunch 
wi tb the O.neraliaaimo on the f ollowing d&J, Jov•bar •th, and 
to haY& hie first talk with the General1aa1mo i n the oourae or the 
afternoon. Sir Archibald thereupon suggested that I coae the d&y 
tollcwi.ng. Regraded Uclassified
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5. I met Ur. Donald the next morning While he waa waiting 
to escort the Ambassador to lunch. He dlacueeed ln general the 
failure or the Brltieh to l i ve up to their commitments as a 
member or the League ot Nationa and help China; their eilenoe 
over the capture ot Canton and the portents or that action to 
Hongkong; and auerted that 1t wae idle to cr1 tlciu the Chinese 
methods or fight ing the war . He a&id they were doing lt their 
own way because they are Chinese, but that what England and the 
U.S.A. had to deolde waa whether t hey wiahed to aee China go under 
and with that event lose their preetlge and potential trade ln 
Chinn, or preeerve these by helping China now. Re wae convinced 
thftt lf Great Brltoln did nothing about Canton, her ellent ae­
quleeence would have serious r eperoussions on her pre stige elee­
where, especially in India. 

6, I saw Si r Archibald t he tollowlng noon, November 5th, 
juat before lunch, but any opportunity to apeak with him privately 
&bout hls talk the doy befor e was forestalled by t he entry or Lt . 
Col. Spear and the boat. Re theretore only remarked in general 
about whet had trenaplred saying that Chiang Kal-shek had asked 
hlm aome very embarraaalng queetlona as t o whet London wns going 
to do about Cnnton. Alr raid alarms prevented me trom seeing Mr. 
Donnld t h is date, the r orelgn residenoea being on an leland in 
the river and the Chinese soldiers along the banlts hp.v1ng the dls­
ncr •eable habit or taking pot shots a t anything which moved during 
an nir alarm. (It one could hnve been sure they were aiming at him, 
it would not have mattered, but tho danger lay ln tho atray shots.) 

2 

7. I met l.!r. Donald the following morning, Nove=ber 6th, by 
crooe1ng the river before breektaat to beat t~A alar=a. Re re­
mar &ed , however, that my inability to crons on the previous day 
had not mattered as he had been buey all morning writing the Aide 
Memo1re or tho conversations between t he Ambassador end the General-
1aa ioo or the day betore. He naked it I had seen tho Ambnseador 
and it he had told me about hie talk. When I replied that the Am­
baaeador had mentioned t he general tone ot his talk , but had been 
precluded by other gueats trom discussing lt, llr. Donald dilated 
a b it on the fact t hnt the Generaliasimo had bluntly a ekod London 
what they were go ing to do . Ur, Donald discoursed again on the 
poaa1ble r esult a t o Brltleh trade nnd lntluenco if t hey railed to 
act ~nd then adv1aed me to see Sir Archibald again and ascertain 
1! he would give me the full details ot the Aide llomolro. He 
chnracter1•ed 1t ns n very important document which he telt Wa•hington 
ahould also see, but enid he did not reel tree to r eveal it without 
Porm1ss1on as my Ambnosador would naturally resent any such liberty 
it he were sim1lnrly placed. I 1ntormed him that I was to have 
lunch that noon with the Ambaasador and "ould endeavor to obt&ln a 
eh.at with him lAter ~hen I r elt reasonably sure he woul d grant tho 
necoaaer y peraiaaion. 

e. ~r. Donald then informed me that it the domoorae l es tall 
Chinn a t this U mo , she obviously would hl\ve to turn eleewhere and 
thnt t he quee tion ot her policy tor the coming year would be tho 
oh1er point on tho agenda at the rorthcom1ng meeting or the Central 
Executive Committee or the Kuomintang Which would tnke place in 
Chungking early 1n December. I inquired it thoro were any chance 
ot a turn toward Ruaela and aeked 1t during tho intervening period 
erter we had lett Hanltow a t tho beginning or AugUat until our re­
turn Just before the tall or the c ity the Rusaiana had presented 
any quid or o quo to the Generalladmo l n return for increased aid 
trom them', (Both l.lr. Donald and Uadtuae Chlnng had repeatedly denied 
to me in the paa t that this had ever occurred, eayln& that China 
had paid ror all or the help abo had received trom Uoaoow.) He 
replied that tho Ruaelena now bad aomething over one hundred planoe 
at Lenchow and that they had approached the Generalllaimo ehortly 
botore the deolaion waa made to leave Hankow with the proposal that 
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they would cake not only t hoee, but as many more available t o him 
1! he would agree to continue rae11tanca agalnet Japan. Chiang had 
snorted and replied that he i ntended to continua ree1etance .nether 
they helped or not. (It eeema pertinent t o reonrk here , as I have 
stated previ ously, that Ch iang Kai-ehek haa been ccna1atent from 
the very beginning 1n this respect and in hie policy to carry on the 
war to a t1nieh. He hae tRken the point or View that hls cause is 
~ Juat one and thnt aieter d~ocrac1ea could not tail ult iontely to 
come to China' a aaaiotanca, He hal spurned all auggeet1ona or help 
wl t h conditione attached- viz: the Brit1ah auggeot1on last Spring 
that he remove Dr. Kung,) 

9 . Ur. Donald then atated that it China turned away trom the 
deoocracles he t hought it would be toward Germany and the totali­
tarian statee; t hat they had already given tar more Qbterial a ld 
to Chlna through their barter agreement and military advisors than 
any other country and that the barter system not only had great 
potentiAlity 1n the poet-war reconetruction or China, especially 
since China would have no coney, but that the Germane had proved 
themeelves peculi arly adept at doing buaine1s wlth the Chinese. 
I inquired how this could be reconciled with the Berlin- Tokyo agree­
~nt and wher e China would s tand vie-a-vie Japan in aucb an event , 
He then revealed one ot the most important points in the Aide Uemoire, 
namely , that the Generalissimo hnd always known and now had eepsci ally 
good reason to bel ieve that be could get very easy peace terms !rom 
Japan anytime he would agree to the exclusion or the Britieb rroco 
China. He said he ba~ ~\ready advioed Chiang , however, that if 1t 

cnme to that point , be ehould make terms through Berlin rather than 
directly with Japan. He reiterated his belief that a Germsn-Japaneee 
econo~ic alliance would have a genuine chance ot success in develoP­
i ng Ch i na stter the war, (I bad alreadY diacuesed with l!r. Rogere 
in Hongkong sometime ago the poaaib111tiea ot an extension or t he 
German barter ayotern on n grand IOale to Chinn, but from the point 
or view or weaning Germany away t rom Japan and effecting some kind 
or understanding with England, France and other states . He had ex­
pressed serious concern over the potentiality or th1a weapon or 
Hitler's , saying that he waa intimately acquainted with Dr. Scbact 
and r espected his ability. It ie a quest ion worthy ot serious thought , 
particularly it it includes Japan and excludes the reat of us, 

10. I t hen went to lunch with the British Ambassador and 
i~edlntely afterwor d noted it I might have a word alone. Re r eadily 
assented and t ook me to his bedroom where he walked up and down and 
tnl~ed Wi t hout r estraint t or over an hour. I recorded the following 
memorandum of this c onversa tion i mmediat ely atterwnrd: -

11. I 09ened the conversation by r ecalling to him what he had 
told me the day b efore or Chi ang Ka1- sbek having raced him with the 
felt ncco~pli ot Canton; mentioned a conver1at1on I had bad with 
Rcgera over the poas1bilit~ of weaning Germany away troo Japan in 
some sort ot Joint economic agreement with other nations; ot the 
l ntent possibilit i es in the barter system; or the beliat held by 
Donald and Captain Stennes l bat Germany might assist Japan i n China 
by thie means; and inquired what he thought ot the pclsibility or 
China tuming tnmy trom the de:nocrtlciee completely and ree.cblng an 
underatanding with the totalitarian stat es. 

12. Sir Archibald said that he too had been giving s erious 
thought to this question. He eaid he bad Just b een engaged all 
morni ng i n preparing a draf t oeaaage to London. He eaid that in 
his conversation the day pre•ious with Chiang ~ai-abek, be bad 
naked Chiang rrank1y tor n statement or hie military poeitlon and 
hie poaa1bil1t1ea tor continuing ree1etance, telling Chiang 1t wa1 
much more desirable to get it trom him direct than to have to gusea 
at 1t. The Generaliaeimo r eplied that be now had sixty division• 
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north ot the river, sixty oouth thereof and a l1ke nu.ber 1n reserve 
(The Ambaeeador asked me what strength these would repreaent and ' 
eee~ed surprieed whe n I told h1m that tbe7 averaged five to eight 

etteotlvea b efor e going into the line and the tlguree given 
included man7 unit e whloh by now were mer e ekeletona ) 

bad etated that theee would eoon be reorganized tor notiv; 
RUe~'ll.la warfare and that hie polloy would be to present to the 

ese a oonatant threat or attack while cont1nu1ng general reelot­
anoe, alware giving war where necelo&rf to avoid t oo eevere loeoea 
and ultlm&telr to choose hlo own ground tor battle. The Gener&ltut110 

eal d he had ouppllee tor more th~<n ~< year yet at the 'present 
a tate or waetage' and expected t o continue hll program of roslatanoe 
unabated. 

13. The Ambaaoador oald that Chiang had epoken with great 
tranknesa and with conaiderable agitation on hie posit i on vi a-a-vie 
Great Britain. He stated that he had held China together all theoe 
months on the plea that aid would be forthcoming eventually from 
the democratic oountrlee, notabll Grent Britain , and bluntly asked 
tor a showdown and a simple •Yes or 1 No• on the question. He put 
lt up to the Ambaeeador that lt China wer e not going t o obtain aid 
from Gr~at Britain and the U.S.A ehe obvioualJ would be raced with 
turning elsewhere and aeked Clark-(err what he would do lt be were 
almilarly plaoed, The Ambassador told me he obviously had to agree . 

14. Sir Archlbnld eald he had then asked Undame Chiang, who 
wna translating, it the General ioolmo would not oome out frankly 
wi th whet wna in his heart . Uadame Chiang inquired lf he renlly 
wanted the truth end the Ambassador repli ed that they would be much 
better ott to have it out then and there . Chiang lal- shek bec83e 
viaiblJ excited at the queatlon and sai d that Great Britain might 
aa well underatand that they were nt the parting or the wnya . It 

Great Britain choee to help China, she woul d have China f orever; 
1f she rejected this tinnl appeal then China would turn completely 
away tron Orent Britain and never have anj thing more t o do with 
her; that he hl.maelt would never coneult Clark Kerr on a alngle 
question. The Generalleaimo added that the Chinese have long 
=emorles and that it Grent Brttdn forsook China at thla tlaei the7 
would never f orget it and would make thee pay tor it ultlmnte 1· 

15. The Ambassador sai d that the problem wns a vary serious 
one and that he wns at 1\ loas as to how best to cope with l t , He 
recalled to me hia previous ettorte at obtaining a loan t or ~hina 
to eupoort the currenor and en id he had gotten 1\ia Foreign Office 
completely with him on the question bu t had been unable to get the 
Treasury where he had been bl.ocked by Si r John Simon. He reaarked 
thnt I no doubt knew the latter ' • attitude t oward Japan. He said 
that Sir John lived i n absolute rear ot Japan and was constant ly 
encouraged in this by hie collengue 1n Tokyo (Sir Robert Ora1g1e) 
who constantly aent home desoatchee about the power or Japan . Sir 
Archlbel d sold that he l'nd Cra i g i e differed absolutely on the 
question or the effect ot the preeent war upon Japan; that he felt 
the war was a tremendous strain on Japan which eooner or lnter muot 
pr oduce a general breakdown (he said he f elt thla might come with­
in nnother alx to ei ght months time) while Crnlgie kept 1ns1ot-
1ng thAt Japan woo in no such danger and had not yet f elt the strain 
ot the nr to &nf extent. Olark Kerr aatd that he thought our rep­
reaentativee in Japan lived too cloistered an exlatence to know the 
true atate Of affp~rO there, 

16. Sir Archibald romarked thnt the l oan involved was a 
relatively amall amount and that he was now engaged in dr attlng a 
deopatch to try and re-open the queat ion, He aaid t hat Chi ang 
K~<i-abek had mentioned tha tact that lt Gr eat Britain oould onlJ 
give him something tangi ble to show the country auoh aa a 101\D to 
eupport the currency he could aatiaty them. CJ.Ark lerr waa not 
sanguine aa to the proapeoto ot a lonn, however. He remarked that 
T, V. Soong had told hlm during a recent conversation in Hongkong 
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that China waa andeGvoring ;o eatabliah a stabilization rund 
ot six a~1ll1on pounds aterl1ng to which the Chineae ba.nka 
would contri bute halt and had eaked 1 t the Bri tish banks would 
contribute the balance, (Rogers conceived this idea in Hongkong i n 
September while I was there,) The Ambassador said that ha had 
first approached the Hongkong and Shanghai Banking Corporation 
who , while favorably 1ncl1na4, had refused because there waa no 
a~ple security tor their depos i t or s and bondholders . Re had then 
referred the matter to the Bank of England from whom he had not 
yet gott en tin answer. He remt1rked thtlt he hud qu i te understood 
the Hongkong and Shanghai Bank ' s position, but that t he BAnk of 
tngland could afford to be sentimental and take a chance occasionally 
&I they had done in Austria in 1922 where they had gotten away with 
it. Re stated that he had proposed the original loan ;o Chlna aa 
t he first step of a long- view policy with the second step to be 

taken next year if the situat i on were still favorable ; that if i t 
proved otherwi se it would always be poaaible to atep aside and that 
the loan itself would always be naply justified as an inveatmant 
1n [;Ood-wlll , 

17. The Ambnsondor then told me the following in atr1ct con­
fidence . He sai d that last July Whi le he wns hnVlng dinner one night 
with the Ob1ung Ka1-aheke along with Hnll Patch nnd othera of hia 
l'iasion, lladace asked ~ to s tep outllde end apeak to the Genereliaa~ 
alone t or a minute , She warned him to Uaten cnrefully to what the 
Generaliaslco said ea be had rehearsed i t and that she hnd never 
before known hi m to make auoh a statement to a foreigner . 

18. Chaing Xai-sbek h~d co~enced (speaking in short sen­
tences whereas he usually i a hnrd to interoret because or his 
length) by saYing that he had known aeveral.Br1tieh Anb~aeadors. 
He spoke well of Lampson, whom he bad liked, Cadogen he had also 
liked nlthough he f ound him l ese sympathetic and lack i ng in 
imnginnti on. Xnntchbull-HuBeeson he had not oared for ao much. 
But he , Clark Kerr, the Generalissimo had f ound by far the most 
understr~ding of them all . Chiang Kai-ahek therefore desired to 
know 1f Clnrk Kerr would be willing at times t o put a side bia 
official rrnk and advise him on matter• as he might requeat. 
Clark Kerr sAid he himeelf utter ed a lot of deprecatory sput ter­
ing durins this effusive outburst by the Gene••sl1Ss i mo nnd nssur ed 
h im he would be moat g lnd t o comply with the r equest. Ae they 
~alked out ~dame Chiang egain i mpressed upon h i m how absolutely 
unique nnd unusual this action had been on the part or her husband. 

19. A few d ays later t he Generalissimo invited him to call 
Md, r ef • rring to this incident, said he would llke to make his 
first r equest. Ha thereuoon naked Clark Kerr if the latter thought 
the Chinese Government needed reorgnni:1ng and , 1t eo, ~hat would 
he suggest. The Ambaasedor eaid he turned to Uada.'l1e Ch1Mg Md 
Raked if he really could reply trnnkly, She urged him to do so . 
He than told Chinn~ Kai- shek that he thought r sor&anization very 
seriously needed. He eaid if he were Chiang Kai-ehek his first 
cove noutd be to call all cambers of the family to Henkow, in­
cluded lladame Sun Ynt-sen, and to bring the Young l!arshal out of 
retirement. He would then l ine them up and pr eaent a solid front 
to the J~poneee ( ' have all or them tweak tbelr noaea nt the 
Japanese ' , aa he exoreseed it) He said he thought thta would 
hnve n drasti c reauit in Japan: Re recommended tbnt Dr. Kung be 
retained aa President or the Executive Yuan (remnrk.ing uide to 
ce that he did thla to eave Kung ' a race , but placed hlll where be 
could do no harm). He eugguted that ltadame Sun be made Uin1ater 
ot Cooperatives or something simi lar (tel ling me he purposely 
i ncluded her to take OAre or the Communis t element ) and s t rongly 
reeoaoended lladame Chiang as Uinlater o f For eign Atf aira. (Although 
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the roregolng sounds semi-Jocular, he r elated lt ln all 
eer1ouaneee.) 

20 . He then went on to recommend to the Generalissimo 
that he reorganize the entire Government along the lines or tho 
oeoberahip or the People' a Poli tioal Convention (Which he said he 
thought had been very well chosen) and that he pointed out to 
Chiang Kaishek the need tor plaoing men according to ability and 
qunllticntion r a ther than giving all or the plume to rormer ooc­
radeo and old cronieo. The Ambassador said hie auggeations met 
w\ th a chilly response and obviously did not meat w1 th the aP­
proval or the General1aaimo Who remarked that it lladame Sun came 
to Hankow abe would only be a couthpiece tor the Coomuniste. Tho 
Ambna oador said he had talked with L!adnmo Sun in Hongkong; that 
he liked her beat or tho whole family; and that she had oxor eaood 
her desire to go to Hankow it t he Generalissimo would only- invito 
her. 

21. The Ambasaador promiaed to show me the despatch he was 
drat tint to the F'ore1gn ott 1oe concer ning the Aide l!emoi re and 
re~dily assented to my r equest to be permitted to read the Aide 
!'emolre . His copy wa a at the moment out on the gunboat. He 
aoked ce to return in a day or two to see the deopatch, r~rking 
that he actually had no bua ineaa do!ng thia. He Sftl d he had re­
cently proposed that t he British, F'rench and U. S. Governments 
ahould make separate but ae nearly identical ao poooible declara­
tions affirming t~eir oupport or China. Tho French, he stated, 
bad indicated their willingness to do so, but tho oroposal was 
rrowned on and killed by the u.s.A. He inquired who our present 
counsellor or Embassy in London was end said he understood this 
officer hRd been ins trumental in it. The Ambassador termed the 
attitude or his own government toward the recent situation •con­
t eMptible'. He said he uruorstood the general limitations which 
r ea trained the U. S.A. from taking direct action, but inquired it 
I know ~ether this were further constricted or aggr avated by 
any particular ind1vidualo in lfaahlngton. I denied an:r such 
knowledge. The Ambnaoador and hJ.e part y had d1Mer with the 
Generaliosimo that eame evening, bu t ae the party wao rairly 
large, nothing turther transpired. 

s 

22. The tollowlng QOrning, November 7th , I met Ur. Donald 
ae be was gotng ror a talk with t he Ambassador. When I told hio 
I had received permi ssion to see the Aide Uemoire1 he pulled his 
copy out or his pocket and loaned it t o me while ne went to keep 
h is engagement , He likewise conveyed to me an invitation from 
Uademo Chiang to come to lunch the following day. I returned to 
my quartera at once and made the attached copy or tho Aide "'"""'u-G., 

23. Lunch the next day was a eimple t amil:r artair served on 
a e.u'd table with only Ur, Donald 1n addition to tho Chiangs. 
~adamo Chiang told ae betoro lunch that the Generaliaa imo bad 
been told that I wae acquainted with whet he had aaid to the 
Britiah Ambassador. The Oaneral1aa1mo appeared looking quite 
rreoh and showing no aigno or the str ain he hftd exhibited during 
the latter days at Hankow. I have seen him numerous times 1n the 
paot so there were no r ormalities between us. 

24. I let him open the conversation and he started by ask ing 
me when the new U. s. battleshi ps would be completed and it they 
would be larger and more numerous than those being bu i lt by Japan. 
He appeared all ghSly eurprioed and disappointed when I told him 
the:r pr obably would not be launched until 1942 or 1943. (I had 
to gueoo at thlo as I have been cut ott rroa the news a good deal 
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recently , but did not wnnt to give hi m P~y encouragement on th1a 

acore . ) I told him I did not know what Japan' s building program 

18, but that I doubted 1t they oould &ttord to oompete with ua, 

He then asked how much l onger President Roosevelt had to serve 

~~nd seeced to brighton Cion I told hi e two yeara. He aeked it 

r 

the Prealdent could be re-elected and nodded ple&eP.nt l7 "hen I 

tol d him there wes no legal bar t o this . He inquired it I thought 

public opinion ag&lnst Japan was growing i n the u.s.A. and nodded 

understandingly Wlen I t old hill that I thought i t was , but added 

that ita development wna gradual P~d that the American public 

naturally were more inter ested in their own affairs and were primar­

ilY desirous of peace. 

25. I then r epeated briefly what Clark Kerr had told me or 

the Generalissimo ' s military program nnd inquired ir this were 

easenti&lly corr ect. He agreed except to a11end the part about 

llxty diviaione north or the river and sixty more eouth thereof. 

He sai d that was r oughl y the present distribution, but that he pro­

posed to use sixty east or the t~o r ailwny linea, s ix ty to the 

west thereof and the b&lllnce 1n reserve under r eorganization. He 

expla ined t hat a great many or these divisions had been in the 

field tor several months nnd that some wer e now r educed to the 

strength or only one company, These had t o be pulled out for res t 

and r eorganization Cillo others hP.d to be brought up . Ot her than 

the mention or the railway l i nea, he did not cention a tront aa such, 

but merely nsserted t~At he intended to keep the Jepaneoe under the 

constant threat or attack i n all arena. He spoke or the guerrilla 

tectice r.hioh had been carried out all or these months nnd eni d the 

Chlnese would depend on these r a ther than encrif lce t heir strength 

in tryine to hold any pnrticulnr point , He appeared to me to be 

••ery confident in this reapect and I believe he is i mbued with the 

experience he had in fighting the Co~un1ote for years. 

26. I had expected the Oenernlissi~o to ask me quest i ons about 

what we were go ing to do to help him nnd when he talled to do 110 , 

I referred to wha t he ~~d said to the British Ambassador an~ in ­

quir ed if I ¥~ere t o inter that th is npplled with equal rorce to the 

U. S.A. He >:ae called away troM the table juat na I finished putt ing 

the question , but aa he r ose to leave be repll ed that he thought that 

had better ~nit until he coul d di scuss it directlr with cy Ambassador . 

27. I wnlked for an hour nt ter lunch in the garden with !.!adame 

Chiang and l.!r. Donald. I asked l:SdMe Chiang for an explanetion 

ot the Canton debnole which would explain or refute the assumption 

of the general public thnt there had been a 'sell-out ' . She denied 

vigoroualy that there hAd been any bri ber y. She referred me to the 

Oe nernliss1mo'e public statement or October 30th and added that 

Yu Han-mou hnd tailed t o make the proper dispos i tion or his troops 

because his staff off icers and troop leaders" wer e interior. She 

mentioned that n etatement 1n regard t o this had been included 1n 

the Generalisaimo'e publ i c announcement , but ur . Donald interrupted 

to any that 'we' (pr esumablY he and Hollington Tong) had cut out 

that part. She then went on to say thnt th i s plue the tact that 

the Brltlsh had tailed t o intervene had produced the pr esent 

s ituation, but added that they were now fighting to r ecover t he 

lost ground and &A 14 the Gen eralis s i mo hnd had a telegrAm just the 

previous evening that 8aoahui had been re-captured . She den1ed that 

the J~panese had made any progress a l ong the railway nor th of Canton, 

She stated thr.t t he Gener alis si mo waa receiving hundred• of telegr~e 

from oversene Chinese demanding that China continue t o r esist Japan 

and calling tor the puniohment or Yu Han-mou and 1111 Teh- chen. She 

did not, however, enlarge on the latter point. 
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28. I asked po1nt- blank how the Generaliootmo could adopt 
the alternatiYe he had mentioned to t he British Aabaaoador or 

oaking eaoy terms with Japan it he would completely renounce the 
British. I po inted to the widespread reeling against Japan and 
the tact tha t the Japanese army exiats ns a phya1c&l enemy and 
invader. She did not blink an eye , but repli ed ai4ply that ahe 
thought the people would do whatBYer the GeneraliulJio told them 
wno best when the t i me cMe. I then referred t o the 1924-1930 era 

IVhen the Mti-!oreign teeling ;wao so high; contrast ed 1t with 

recent months when the people had been eo friendly to tore1gnera; 
and aaked 1t ott1c1als would take the lead i n turning the people 
agalnet Great Britain in order t o make pooaible a peace treaty with 

Japan . I added that the comparison or the two periods had led me 
to believe that public opinion i n Chinn could be influenced very 
easily by o!tic 1alo . She dodged the question by anying that she 

and the General1ea1mo had worked very hard tor a long t1me to bring 

about e friendly reeling toward foreigners . I aoked ag&ln about 

the questions which had been pr esented to the Briti sh Ambassador 
and inquired it they did not apply with equal !orca to the u.s.A, 
She reiterated that any actual statement on the quest ion should 

await a meeting between the Generalissimo and my Aabaesador, but 
said that we ' might well consider the queat iono asked Great Britain 

as the handwriting on the wall'. 

29 . I eaw the British Ambaoaador again that afternoon for 

another long talk . He asked it I had eeen the Aide Uemolre. When 

I tol d hi m I had, he stated he had radioed all or it to London ex­
cept the reference to Hn1nan I sland which h• thought waa super­

tluous and weakened the argument . He said he did not dealre to give 

London any point on which to qui bble. He apologized t or not being 

able to show me h1e despatch W\ich he sllld had Just gone to the 

ship to be coded, but told me l t followed the lines or What we hnd 

diaoussed the previous time . He handed me from his table another 

despatch which he had juot drafted in which he had outlined briefly 

the Generalissimo ' s general attitude and determinat i on to continue 

r eo latanoe. 

30 . When I referred to the points in the Aide Uemoire as an 
"Ulti~tuo• he pi cked me up i amedlately. He e=pheoiaed that there 

had been no questions or an ultimat uo on the part or Chiang Kai-ohek 

during their conversation and that he himself , atter reading the 

Aide Uemo1re , had oent a aecond telegram to London to emphaei~e thia. 

He aeid thAt Chiang had put the questions aicply as statements ot 
fact to which he deeirod an immediate answer; that Chiang had stated 

thr.t he had always deeir<~d friendly r elations with Groat Brit&ln 
nnd up to the prooent had been confident that Great Britain would 

help China, but that the ti~e hed arrived when he had to have some­

thing tangible to ohow the people, 1! it were onlr a loan to support 

the currency. When Chi ang had etated that he had 'several other 

ocuraes open ' it London tailed him, the Ambassador had asked if 
Ruaa1a were one or these. Chianc had silently auented, but had 

ottered no further information on thi s point. 8ir Archibald seemed 

surprised when I told hi~ that bot h L!adMe Chiang and Donald had apeo1-

fi cally denied on aever nl oocaaions thnt the Ruooiana had ever pre­

eented a qu1d pro quo t o the OenerAl1ee1mo. I mentioned the recent 

moe or the planes at Lanohow and he sai d that Donal d had &leo told 

him that . 

31. The Ambasaador aaid tha t he was nt a loos to under stand 

his oountry ' a attitude; t hat he could not under atand why they 

tear Japan, eapaoiall)' now when Japan il obv1ou•lY too weakened 

nen to think or fight i ng any other country. He aa1d that pri or 

to aesuming this poet he had a sked in the Forei gn Office 1! they 
could give him any directive a e to the policy they wish ed to pursue 

out her e. He - • t old that he would have to work it out largelr 
t or hlmoelt, but that 1n general they thought the Cbineoe and 

JaJ)&neee should tight 1t out among themoelves. He again referred 

to their present pol1tion aa • contemptible ' and e!lid !rankly he did 
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I 

know bow to aolva the problem. 

I had made plane to leave Cbangeha at once and get to 
as aoon as possible with my 1nforgat1on. The Ambneeador 

u,c .. ..,.,. purauaded t he Ch1neee to send h1m on to the ooaat via 
Fooohow. I accompanied h lJII trooo t he aboTe interv!tw 

iiu•~bcoat 'Ohare he wae greeted W1 tb a message from his rep­

P••••'""'"lve i n Chungking urging him to come hero to avoid offend­

ing the gover ru:aent officlala. The Ambaesador changed hie plana on 

the spot and , t urning to me, inquired it I would l ike to Join bla 

caravan. I accepted becnuae 1t afforded me an opportunity for 

oonver ent ion and likewiae provided company through the 
region or eaetern Kweichow Wh ich people had been adVising 

to &YOid, 

33. When I went to the local airport to see him ott aa ha 

lett by private plana tor Hongkong on the afternoon of November 

19th, he told ae he had been receiYing urgent meeeagee from Sir 

Robert Crni gi e &eking tor perm1s81on to allow the Aide UeMoire to 

hie Amerionn colleague . He said Sir. Robert alae had recentlY 

changed his tune very dicedly with regard to Japan and t hat he hoped 

to draft a meesage on the plane enroute t o Hongkong to ge t ott to 

London from t here and take advantage of this change of !ieart while 

1t lnsted, 

34. K r. Donald inforMed me Just bef ore I lett Changsha that 

they bad decided to cable the Aide llemoire to Dr. Hu Shih 1n 

Washington, but that t hey had added an inJunction thnt he wne not 

to show it to anyone until he received permiesion. Kr. Donald said 

they had done th18 to per mit me to reach Chungki ng w1 th i t tiret. 

35, I have presented tho foregoing in r ather exhauetive de­

tall with a double purpose, (1) I desired to give as aocurnte as 

possible an account ot what actually t r anapired and wae said in 

order t hat 1t could be evaluated in 1ts true perspective, and (2) 

to br ing out my belief that the informati on was not •cooked up• 

or 'plnnted0 on me by either the Bri tish or Chinese. I merely 

hr.ppened to be on the spot when the talka took place and to have 

had the advantage or prior intioacy with bot h parties plua an in­

formal stntus which permi tted them to tnlk freely to mo. 

35. Conoluaiona 

After my nrrival in Chungking wi t h the t or ego1ng in­

t orontion our Ambassador r equested that I aubm1t to him a Uemo­

rftndun contai ning my r eactions and op1n1onl concern ing the present 

aituP.tion i n the l i ght or what I had experienced a t Changaha. I 

Append hereto aa Enclosure "A" a co py ot this memorandum as mr 

concl usions to U1is report . 
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SubJect: 

OFFICE OP' THE NAVAL ATTACK! 

AUERICAif EUBASSY 

CHUNG It INO 

.· 

24 November, 1938. 

!JEliORANDUII P'OR THE A!.tBASSADOR 

'n>e Cont'erence at Chllngeba Between the 
Oeneralieaimo and the British Ambassador 
nnd the Inter est of the United States in 
the Situation Resulting Therefrom. 

: o 

1. Upon firat reading the Aide Ue~oire ond taling with 
l.lr. Donnld and l!adnme Chiang thereafter , I gained the impression 
that Chiang Kal-ahek hac! presented the British with an ultimtum 
and I eo referred to it, ae noted in my report, in my aecond 
conversation with Sir Archibald. The document containo both the 
time eleoent in ita request t or an imaed1ate "Yea• or 0 No0 replJ 
from London and whet on first glance appears to be an implied 
thrent in its aeaertion or there being alterne.tive ooureee of 
action if the British tail. In the light of the Britieh Ambaeaador'e 
subsequent explanation and of further ooneideration or the situation, 
however, I believe that Chiang Kai-ahek merely oont'ronted the Br1tieh 
with a cold aeeertion of tact and the simple etatement that if they 
do not come to China's aid, China must perforce seek aeeietance 
el sewhere. 

2. The aituotion ie unquestionably very eerious and cuat be 
eo dealt with. It present a a d1ft1cult problem 1111d certainly one 
not to be brushed aside with a l ight wave of the hand or a vague hope 
that ' all will come out all right in the end'. It ie true that at 
the moment we are not ae much fon the spot• na the British, for 
we are not a member of the League of Natione, we have made t angible 
efforto at granting some kind or financial aoaia tanoe t o Chlna 
throu&h the purchase of their s i lver end the recent negotiation• 
With the K. P. Chen !Jleeion, and our note to Japan or October 8th 
has been very favorably received by the Chinese. The Brttleh are 
eommtt ted t o speoit1c couraee or notion whloh they are not 1mplement-
1ng; they have hinted at loans they are not producing ; and they are 
~inta1n1ng 8 atrange silence toward the preempt i ng by Japan or 
large OOCGlero1al intereate through tohich they once dominated the 
trade of t he Fnr ERst. Uore than thle, they have actually negotiated 
with the Japanese on at lenet two oooaeiona; the Custooa Agreement 
and the Britleh American (Yea Teoong) tobacco intereste . 

~. But 1n t he eenee that we are the leading democracy of t he 
world and stand tor announced pr1noiplee which have been contra­
vened riRht and lett ever eince the invasion or Uanohuria 1n 1931; 
tha t 1t !iaa been posa ible r or J&P"n to obtain important war materials 
from us; the.t we have a large cultural stake in China which ia in 
danger of being swept away, we too are •on the epot• . It 1s ay 
flra belief, therefore, that if China turns ag&1nat Great Britain, 
we ehall ult11111ltely share the sMe rate unleu we produce more 
tangible esa1etanoe t~ China, and do it in the near tuture. 
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4. The problem o f the moment can be stated very eimply: 

China io fighting f or her life, for her independenoe ae a nation. 

Japan has declared her purpose on more than one occasion or 

dominating not only China, but the whole or the Fer Eeot; ot 

crenttng an "Aeia t or the Asiatics•. 

5. WhAt do we want, China or Japan? 

~1 

6. The situation of the moment , ns ! see it, is na followo : 

China hna been fighting a losting battle t or sixteen months, confi­

dent that s~oner or later the democraoies must come t o her aeoia­

tnnce. The failure of the Bri tioh even to make a sta tement, much 

lees t ake any action when J apan occupied Canton and cut orr Hong­

kane , cn~e aa n cruel bl ow and rude awakening to the Chinese. They 

have therefore asked the Britieh, 'Are you going to helJ> us or not? 

Are you even go ing to stand up tor your own interests? If not , we 

mua t know 1t now and adopt some other policy.' China hAs now 

reached the point Where ehe ie aloost completely cut ott trom ouppllea 

nnd hno only enouch remaining to carry on the t ight a f ew months 

longer. She c~ot walt until t he moment ot total exhauotlon COQee 

to make her dec1s1on. 

7 , Our proble~ has to be anal yzed f r om the two angles ne 

stated, Do •• Tant a strong, stable, peacefUl and independent China, 

or do "" wnnt an Asia dominated by Jepe.n? 

8 . The Japanese prograo is clearly one of driving us and our 

institutions out ot Asia, Any attempt to m1n1m1ze this, to r egard 

1t as temporery, to apologize tor it, to seek hope in the fact that 

n pol'tlon or the Jl\pe.neoe people may have been unaympa thet1c w1 th 

this r.er or to argue that our trade with J apan hna been tar more 

valuable to ua than our trade with Chin& i a ahor t-alghted and 

evnsi ve to say the least. Let the ultimate goal or t he Jnpeneae be 

elenr ly understood from the first , tor it 1e cold and simple t act , 

r egardless of .mat friends of JepM may argue. 

9 . That the Japanese army may utilize the a1d or the ~ermane 

or other total1tar1nn states t or a time during the prooeos of 

achieving this domination constitutes no saving clause tor us. Any 

benefit which ei ther we or the British cay derive through the 

JnpP.neee in t h e poet- war economio r ehab1l1tntion period or the 

present confl i ct , even 1t they eme r ge only sem1- v1ctorioue, wi ll 

be temporary exactly in proporti on to the degree ot their victory 

nnd t he period ot time it takeo them to r each the point where they 

reel strong enough t o ki ck ue out. Any attempt to as sume greater 

hope than thlo i s totally unwnrranted i n t he race or what has al­

ree~· transpired. They nre arrogant , truculent and their promlees 

to us nre wholly unreliable. No statement that they make to ua 

la worth t he paper upon whi ch it 1e written or t he breath required 

to utter it unless 1t be one ot those not infrequent oooa aiono wben 

they let sllp their real purpose. Anyone who may think bls future 

1a sate in their hands 18 taking a very l ong chsnoe. 

10. The extent o r the victory which they cAY e chteve from 

thelr present venture i s probleaatlcal. I have f elt from the out­

set ot thle war , aa I have stated in previous reports, that they 

were walk i ng into a aW&IIIp; thAt ths'e IU'e not enough Japaneee 1n 

Japan to patrol and pollee thle vast oountry .tth ita m1111ona 

ot people; and that eventua llY the Chinese will suffocate them 

or rise and maaancre them ns they did the ~anchus after 250 years 

under their rule . But the long point of vi ew otters little solace 

nnd no oolut i on to our own imoedlate problem. 
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11, It hRa recently been suggested by a competent 

au t hority on Japan that t he Japanese do not intend to attempt 

the 1 paciticat1on• or all Cblna; that they propose to alt down 

on what they have, open and malntaln the llnea or communlcet l on, 

establi sh tradlnf outposts as one would do 1n darkest Atrloa; and 

let the Chineae stew ln their own Juice• back i n the lnterlor, 

It i s this laoser goal , wlth the poesibil i tlee presented it the 

Japanese obtain the cooperation ot the Germane and their barter 

&JOtem, whieh glvea f ood for thought and is a problu worthy O f 

serious coneideretion. What its poeaibll i tiee ar e we do not know, 

But what we do know is th t t wi exo ud a d a our •o e 

1n our a ce. 

12. Let lt not be forgotten also that t he preeent a ttempt 

at conquest on the mai nland or Asia i s the Japanese Army program 

end that the Japaneee Navy atl ll has to be heard from . They have 

had very l it tle part ln th i s war to date, The Navy pr ogram has 

long been known to advocate expenaion toward the South Seas, China 

1s, in r eality, a great big f arm and does not poaaess any~hlng 

llke the wealth or undeveloped r eeourcee that many writers have 

claimed. But to the south lie the llelay Peninsula and the Dutch 

::toat Indies with their known wealth ot Nltber, tln, oil and other 

roecurcea. Will Japan ignore those i t abe auoceada in China? 

13. In our present efforts to establish reolprocal trade 

agreements wlth tree nations throughout the world , whlch ooy l ead 

eventually t o unr estricted trade among democratic'natlona , we have 

our moat potent weapon tor an ultimate eol ut\on. But again t hla 

le not a solution t or the pr esent crlsls. Should we, can we olt 

idly b and w~tch the ~rld'o next biggest democracy and one ot 

the ooa t potent ial arena tor the extenelon ot this policy co-

opted and stifled by Japan and her allloa and eloeed to our conmerce 

si mply becauoe thnt nation 1a s till toe cumber some e~d laeklng ln 

cunltions and supplies to t ake care ot ltselt? 

14, Thus r~r we hnve g l ven t he Chinese almost nothing but 

moral support in thla war whi le aftordlng the Japanese the materials 

for war. That we have done thls latt er not i ntentionally but oere­

ly ln pursuance or our own •open door• policy to any purc~~eer who 

heo the money with which to buy ia net a satlet ectory reason con­

sid•rtng the result it ls produci na tor us ln Asia and the woapeote 

for the door which we hope to keep open there. 

15. The second angl~ ot the problso i s the Chlneoe side, In 

my questions to Uadnme Chiang I i ndi cated my apprehension that the 

Chinese might be ar oused agains t us by inflammatory speeches ln 

order to pave the wAy tor peace wlth Japan, But lt baa alnce been 

suggested t o me , and i t is very plausible, that lt we ccntlnuo cur 

policy or non-int erfer ence and fell to supply them with tahg1ble 

evidence ot our good wlll, t h ey may automatlcallY turn against us , 

There is no reason why they shouldn't . They ere a natl cn tlghtlng 

f or thelr l lte and , as the Bri tish have been told, lf the democr 8Cles 

do not help them, they naturally must turn to those who will , 

15, As I sta ted in 8 recent despat ch, I believe thls reeling 

would eftallY arise and wou1d be very dittloult t o combat. I l ived 

ln China during the period ot intense anti-foreign feeling trca 

1924 onward, when whole cl tlea buret i.nto tl.amea or hatred overnight 

and illiterate coolies mou thed slogans against the forei gner; when 

every Chinese eye had a baleful glint in i t a e 8 foreigner peoaed; 

end whe n laborers, dock workers , f actory employees a nd eervante 

staged ' go-slow• strlkeo, 1 s 1t -down• atrlkee end outright atrlkea 

accompanied by the oost fantastic demands long bef ore the O,I,O. 

over thought Of these d8Yi Ce8, 
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17. I have been very f twornbly 1mpreooed during recent 
yenro, end eapeci&lly durinF the one Just peeeed, with the 
generallY friendly attitude diaplayed toward ua. It ie true 
that einoe the outbreak or the present wRr foreigners living 

:.3 

in Ohlna have been on common ground with the Chinese in hating 
the Japnneee and that t his has grently enhanced the reeling or 
friendllneae on the pert o r the Chinese toward foreigners. But 
I hftve been apprehensive for a long t1me that the dny might come 
when they might turn up with t he cry that we had fail ed them, tor 
the Chinese are past masters in the art or alibi and will never 
RCCept the blame for the lOll O f t he wnr themoelvea, Individ­
ually they have never wanted the war from ita very beginning. 
They are a peace-lovlng people and they have conatantly hoped 
that aomeone else would come along and tight it tor th..,, Had 
thla third perty appeared, they would have tossed him the baby 
forthwith and let hlm carry it, The Chinese aviatore have al­
r eady demonstrnted this on eevernl occasions, both with the 
Ruseinne and the "Foreign Legion• 14t h Squadron. But the Chineee 
had t o fight this war nlone in order to achieve any dsgree or 
unity and they have already derived immensurnble benefit from it 
in this reapeot, 

18. I remarked in my report No . 1-38 l nat J&nuQry that I 
thought P~ ideal result ror this nPr would be tor it to go on long 
enough to burn the corruption and venality out or Chinese otfieial 
lite and at the same tlCle to brelllt the hold or the Japanese """'1 
on the nntional l ife or Japan. That the Chinese and Japanese 
ahould fi&ht it out bet~een t hegselvee haa unquestionably been the 
point or v1e~ of many people end this hBa been correct up to a 
point . But as one who has been in the t hick ot the war almost 
rrom its beginning and who has travelled rather exteneively through 
the country in recent months, it i s my considered opinion that we have 
renched the point where we no longer can leave the outcome to chance . 
Some people may s i t back and any complacently that the Chinese wi l l 
never be able to do without the u.s.A. either economically or polit-
1cnlly , but personally I nm not so sure. 

19 . Furthercore I bel ieve that if teeling atnrta against us 
1t enn be fanned into t lamea very quickly by • eoap box" orators 
•~d rnd1o broadoeatera on the charge that •• let the• down. The 
cry may start egainst the British Who are far more culpable and 
vulnerRble than we tor we Clade no promises and we nre not a teague 
Ce~ber. Our position and our reasons tor not helping have been 
perfectly clear to ua; they have been nothing like that clear to 
the Chinese. And if a hue nnd cry shoul d start against the British , 
there would be little ditferentieting done by the Chinese mnsses 
bet.1een British and Americana . It may be enid thnt the Briti sh 
were specific tar gets in Shanghai, Cnnton and Hcngkong 1n 1925 and 
1926 and that we did not sutter aa much i n comparison but those 
were apacifio areas where the target could be ldentit1ed. SUch 
waa not t he ease in other parte or China, a s reo1dents ot Changsha, 
tor ex03ple , will t estlty, and such will not be the caoe th1s time 
lt 1t oomea. 

20. I hr.ve emphaaited t he potential turn ot r eeling ag81ns t 
ua t o br1ng out one po int: thAt trrespeot1Ye ot the outcome ot 
thie war, the r ecent conferences at Cbangoha i mpreoaed me particular­
l y with one teet -- namely that we are !need with the immediate 
ueat on or retninin Chinn's ood w!ii. Whether the war ends ln 

a a n emate w1t ne er s e winning , or Japan w1no, or China com­
promisee wi th Japan, we have this ques tion to answer now, We have 
154 years or cultural erfort behind us in China. Almost every 
other member or the preaent gover nment is Amer1oan educated. But 
our pupils are t he onoa who will be moat disappointed, and 1n many 
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caaea diailluaioned, if we tail them now, 

21. The main queation, however, atill ia: Do we wnnt a 
etron a d ndeo ndent China or one dominated b Ja n? the 
1111me a a pro em e, we ao o preserve lna e good will 
while we etill retnin lt? The answer to the latter will largely 
constitute the anewer to the former. It hnrdly neede saying 
that if Japan achieves any marked degree of auceesa in thia ven­
ture, we ehall have to build a navr several times ae large aa 
the one we now conteaplate. !he best lnauronce we CAn obtain 
tor peace nnd tor the fu~ther developcent or our trade prograo 
is a strong, independent, peaceful and friendly China together 
with n chlletaned, not a ruined Jnpnn. The only hope or achieving 
that, I believe, is to retain the good will of the Chinese before 
1t ia too late. 

22. The preeent Governaent ot China, deapite ita cany ahort­
com1ngs , 18 the only one in recent years that has ever done anr­
thlng tor the people. It htla represented thnt Which we regard 
as rntionnl and that with Which we have some chance of doing 
business nlong the lines we desire and in accordance with the 
principlea tor which we stand. It was achieving eteady progreaa 
in the development of China before this war co~enced. There ia 
bound to be chaos and disorder tor a time after thia war, whoever 
wins . Let there be no mistake about that. But the support or 
Chiang Kni-shek and his government otters by tar the moat hope tor 
n solution of this ohnos and n return to normalcy in the minimum 
possible time. 

2~. It is not a question of the Kuomintan0 vereua the Eighth 
Route Army and C\ich aet or pri,ciples should guide the govern-
ment or Chinn. That is something tor the Chinese to ftOrk out tor 
th•mselvoa ntter the Japanese hnve been pulled orr ot their backs. 
In that respect our interest again l i es in maintaining the fri end­
ship of t he Chineae and in influencing them thereby to adopt 
orderly processee of government in harmony with those t or which 
we stand. It need only be remarked in paeaing that the eo-called 
Co~nlat Party continue to aupoort the Central Government with 
apparent sincerity; that they have again retrained at the recent 
People ' s Political Convention trom endorsing any reaolution 
critical of the Government; that they stlll protesa unbending 
opposition to Japan (which ia probably the beat assurance available 
to any Who may renr a sudden Chinese cooproJ:IJ.se w1 th Jspan); and 
that they ehow eigne or developing into a democratic or popular 
party rnther than communists sa we think or the term. It this trend 
continues , they will provide China after the war with the healthy 
pol i tical opposition which any democracy needs and thereby toroe 
the elimination ot the undesirable and corrupt el ements l n the 
Kuomintang. 

24. There nre many people 1n the u. s.A., and among th""' 
aoce otticiala, who appear to thlrut that there is no ground be­
t ween war and full retreat . It has been my conviction tor a 
long time that there is a very wide stretch in there and thnt 1n 
it lies t he means to peace through firmness and dignity. We have 
got to do more than voice our pri nciples and write notea about 
thea. We have got to 1neiat atop by atop that they be recognized 
and reapeoted . In a world whioh is relying on for ce we cannot 
poaei bly hope to survive by lip service to altruism. We must 
util i ze our treoendoua potsntiality, both economically and finan­
ciall y ln suppor t of the principl~a tor which we stand. 
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25. Nor can this be accomplished through a policy or 
indirection. It must be a studied progrnn in which pr essure 
ia applied e tep by at~p 'lr1 th the will to t ht r eceeaa &a 
th~ laat mo•§• fhle 1s e po n. our peep o ous co~e to 
realize -- t at we cannot run away rroa war or leaYe it until 
sone vague future d&ts When we might be inv&dod. When the t12e 
arrives , 1f it ever does, that any foreign power or combinati on 
thereof reels strong enough to attempt to invade the u.s.A., it 
Y~lll probably be too late tor ua to r eaiet etteotively, But 
the Unit ed States can be invaded in more waye than by an aroy , 
The i~tlux or cheap Japnneae produota in recent years and its 
haMorul errect on our labor situation was a oaae in point . 

~6 . I have watched the Japanese ever sinoa they invaded 
Uanohurin i n 1931. They have proceeded atop by step - phase by 
phase - looking bach over their shouldero at us after each move. 
When Tte tailed to do ~ore than yroteat, they proceeded with the 
next nove and have grown increnaingly bolder. I ac convi nced 
they cnn be stopped by rirmnees, by a progreoaive program ot 
pr eaaure , backed by the 'IFill to t1ght it neoaaaary aa a lest re ­
sort. It 'IFill be t his realization by them or that deterQlnati on 
on our part which will stop them. 

27. Tnere are ~Y ways and means to apply this pressure. 
We hnve already intloated retaliation in kind in our note ot 
October 6th . It is to be hoped thnt we tRke atepa to impleoent 
it. For i mnedla te use there is the elastic tAriff scale and I 
believe ito use thoroughly Justified immediately in respect to 
situations euch a s now exist at Tsingtno and other North China 
porta in the mllnipulat i on by the Jap~~neae ot their Feder•.ted 
B~nk currency in discrimination against our merchnnts. Further 
and mor e drastic steps wlll have to be ~uthorized by legisl ation 
nn~ our every move should be dir ected toward obtaining rmat we 
nee<\ in t his r espect. 

28. Ours is no longer a question or ~ulllng the British 
cheetnute out or the tire. The ti~e has come when we must act 
to eave our own, r or they are already acor ching . It we eave 
t heirs tor the~ ln the process , that Will be their good fortune 
•~d poaeibly not such an unfortunate r esult tor ua a t th&t! 

Respectfully aubmitted, 

J . 1!. l.!oHugb 
Captain, u.s .c.c. 

Ase i atant Naval Attache. 

Regraded Uclassified



AIDE llEliOIRE or CONVERSATION BE'l'IIEEN THE GENERALI SSDIO 

AJID SIR ARCHIBALD CJ.AliX II:EAA ON NOV!l!BER FOUJ\'rB, 1938. 

(Verbatim Copy) 
(Enclosure B to Report No. 10 - 38, dAted 20 Nov. 1938) 

The Japnnese occupied Canton With t wo motives in mind. 

The first is the effect of such occupation upon China, and the 

second t e the effect upon Great Britain. To atr1ke at China 

ts of eecondar7 i mportance while to s trike at Great Britain 

is of maj or importance. By occupying Canton , Japan only cuts 

the Canton-Kankow Railway and blockades the waterways impsding 

transportation and stopping supplies or aunitiona. Canton, too, 

is an important base for national r eaistance 1 
and Japan hopaa 

by its occupati on to brenk down the morale or the Chinese people. 

However, the cost or lAnding and maintaining her !oroeo there 

will not be oomponaated by the above results alone . But 1n 

striking n death blew at Britain' s historical prestige and 

t r aditional mor ale, she 1mmeaeurably enhances her own pos ition 

and value . The present blow to Great Britain 1e not aa great 

in effect aa tt will be in ~~• future. Jappn hopes that juat 

as Brit~in' a power and prestige sutter in South China, her s will 

rise proportionately i n the eyes or the Chinese and nll Asiat ic 

people&. 

Thus she hopes to occupy completely tho historical place 

formerly enjoyed by Groat Britain during the last hundred years 

as the dominant f actor in Fnr Eaetern affaire. 

By the euccoeotul occupat i on or Canton , Jnpnn hopes that 

the old reliance or Chinn upon Great Britain will now be abandon­

ed in favor or Japan. Japan thinks that if she can break down 

British influence 1n South China she can break it do wn elsewhere. 

And the British Government and people may ~ell ponder what the 

answer will be. 

Whnt I want to know is, 'What will be Grent Britain 's Fnr 

Eastern POlicy in view or this latest move on Japan 's part? ' 

Will Groat Brita1n view the occupation or Canton in the 

ar.me light as she viewed the occupl\tion or t!anchuria, North China 

and ShanghAi? 

Horeover, what will Great Britain do in V1 ew of this late at 

development? 

I would like to have a definite enswor to thls question. 

In vlew of the tact that Great Britain's interests and 

pr estige are threatened, will she quietly accept thi s f ai t 

nccomplt or will she demonstrate in no unmistakable terga her 

real intentions unoqutvocnlly , t o safeguard her economic and 

pol1t1cal 1ntereete 1n the Far East, and, above All, to follow 

her historical policy or upholding high principle• to which ahe 

hAs eo~mitted heraelf , or ~ill she abandon these principles and 

sacrifice her standing? 

China has been fighting lone-handedly for the past sixteen 

months . We have looked to Great Britain and hoped for help, 

but up to the present we have received nothing tangible. We 

appreciate that we secured munitions through Ko04 ll:ong, and upon 

n cutunlly ndvantageoua bneia, but that avenue has now been closed. 
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Ao lo~ a8 South China was not attacked, we """de allowances 

tor Britain 8 heo i tftncy to extend practical ald to ue, but now 

thftt Japan hae out orr British trade there i e no roaoon whr 

Britain ehould heoitate to extend help to u8. 

Ao time goea on, our people and the Chinese army will 

:. 7 

become more and more dieappointed in view or the absolute lack or 

concrete and tangible evidence or Britieh support . And that 1a 

something which the Chinese Government will be constralned to 

take in to nocount . 

I would, therefore, l i ke to k.now whether Great Brltain will 

adhere to her oblignt1ona as a member of the League or Natione, 

live up to her historical and traditional etnndarde, and extena 

economic or some other practical help to China? 

I would like to have thia answered in a definite "Yea• or 

•No" . 

For the pnet sixteen months we have been hearing a lot or 

discussion about lonna , and we have been put orr from time to 

time with excuses that loena were 1~as1ble becnuee or Parliamen­

t Ar y co!DplicAt i ons. But t he "hole world witnessed the granting 

almost overnight to Czechoslovakia or a loan aimilar in nature to 

thnt asked tor by China. 

Now the ooment has co~e when we must have de~inite knowledge 

ot Great Britain's intentione . 

If Great Britain turns her back alike upon uo and her prinei­

pleo, then I shall never bring up this question again. Nor shall 

I ever mention anYth i ng concerning Oreet Britain'o Far Eaetern 

policy. Nor sh~ll I coneult Oren~ Britain as to China's future 

pol1cy or attitude, or anything concerning the Far East. 

I can hardly believe, however , that an Empire ~1oh produced 

such statesmen as Dioreeli and Gladstone could fall to see the 

si gnif icance of the repercuaaions of the occupation of Canton, and 

the inactivity of Greet Britain upon her future in the whole of 

As1a. 

This ia the lite and death turning point in British Far 

Eastern pol1cy. Whether Britdn extends aid to ua or not - the 

British Government should realize that China today is unified as 

never before, and that we are dete~ined to carry on prolonged 

resistance. Japan is unquestionably striving to have peace, on 

te~s, however, not beneficial to Grant Br1tn1n, and thus excluding 

her from Asiatic affairs, Japan would be willing to concede the 

gains she has acquired etnoe hostilities began. If that question 

comes up, what ie China' a anawer going to be? 

If Japan wins the war, the old nnd outstanding interests or 

Great Britain in Chinn will be finished . 

lie must know what Great Britain's nnower 1s to be , because 

upon 1t deponda the tuture po11oy ot the Ohineee Government. There 

are eeveral roads open to us . 

One th1ng that must be kept 1n view is tha~ Japan , having 

occupied Canton, will probabl1 occupy llainan Island. WhAt such 

a move will protend to Hong Kong can be left to the i magination. 

In view or the importance of the queationo raised in thi o 

conversation, will you kindly communicate immedi ately with the 

Britieh Government and let me have a reply? 
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at 108 Eut Bel! ' •• St., Md. 

14 sq NL COLLECT 7 EXTRA 1/141t.SANTAWONICA CALI F 1/ 
-·- ~ .. ~ 

ISA I AH BOWMAN:i h f J - S .r 
. OAK PL BAL !0; ~ 

. 

HE FO~LOW I NG STATEMENT PREPARED AFTER CONSULTATI ON l i TH UY 
- • ._ .,. - ..... • ....L Lo.. -

EAGU .ES DOCTORS F ITZG IBON .POLI.T I CA L SCI ENCE AND HUSSEY --
ISTORY BOTtJ OF WHOM SPENT RECENT MONTH~ I N CENTRAL AUER I CA. • 

... - - - -- --- - ... - ..... - - ---
THIS SUI&IARIZ ES OPPORTUNITIES FOR AGRICULTURAL COLONIES• - - ~ . : ... .. 
NOUSTRIAL AND COMMERC I·AL OPENINGS FOR LI MITED NUI&BER MI GHT 

.._ "'- - IL]... '._ 

E EXPE C!ED I N T lYE. WAGES FOR AGR I CUL !URAL AND I N~US!R IAL; 

EX TREMELY LOW IN ALL SECT IONS._ ROAD SYSTEMS BE I NG 
.. - • · -- j - ... - ~ 

CTIVELY EXTENDED I N YOST COUNTI RES AND AIR SERVICE IIAKES 
- ... ...__ - - .-. -

NY REG IONS NEWLY ACCESSABLE. 
. ·• 

~ COSTAR I CA ~FERS BEST POSSIB ILITIES FOR SEVERAL 
.... - - ---

10 , 000 GROUPS. COUNTRY DEMOCRATIC AND SYMPATHETIC TOWARD 
. . - -- - - ... ..... -

I MM I GRATION. UPPER RIM OF MESETA CENTRAL AND UPPER SLOPES 
- ~ -

BEYOND THAT RIM CONTAIN FERTILE VOL~NI C SO IL WELL DRAINED 
... - ..... --- . ~ 

EAS ILY CLEARED AT ELEVATI ON OF 3 , 000 TO 6, 000 FEET. IHILE 
~ - ---- - .. -

LOWER ELEVAT I ONS OF MESETA ARE THI CKLY PEOPLED HIGHER 
__._ - ~- - -

ELEVATI ONS ARE SPARSELY INHAB ITED. DISTANCE TO MARKET NOT 

GREAT OVER FA I R ROADS RAPIDLY BEING ! .PROVED·. CLIMAT-E ~ 

EXCELLENT. WESTWARD -SLOPE TOiARDoi ~ 
.. - - - . 

• 
1a ¥1LUii. __, AJID 1U1R WAY '10- ..U D 81' ~ Ga C4IU 
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I CARAGUA ALSO SPARSELY I NHABI TED AND ABO VE 3 , 000 FEET 

FERS POSS I B ILITIES PART I CULARLY ABOUT HEADWATERS OF 

LOS AND ON PAC I F I CWARD SLOPE. PEN I NSU LA OF NI COYA 

OFFERS POSSI B ILITI ES AS DOES RATHER ROUGH MOUNTA I N 

RAIN OF TALAIAANCA CORD ILLERA. MOST OF REGIONS MEN TIONED 

E SU ITABLE FOR CEREALS BEANS AND FRU ITS FOR SUBSS I TANCE 

! CU LTURE AND COFFEE FOR EXPORT. THI S COUNTRY PARTICULARLY 

TTRACT I VE BECAUSE POPU LATI ON I S MOSTLY WH ITE. 

q HONDURAS. MOS! OF HIGHLA ND 3,000 }0 5,000 FEE T 

1..EVA TI ON CONTAI NS SPARSE POPULAT I ON . THE SO IL IS GOOD THE 

A I N VAR I ES FROM ;A) .., 50 INCHES RESULTI NG I N A GOOD GROWTH 

VEGETATION AND EXCELLENT FORESTS OVER MUCH OF THE AREA. 

LONG DRY SEASON FROM NOVEMBER TO APRIL OFF ERS A PROB LEM AND 

HE LPED TO KEEP AGRICULTURAL DEVELOPMENT DOWN BUT SHOULD 

T PREVEIH EXTE NS I VE PROFITABLE GRAJrJ FARM I NG I F ROADS ARE 

RUCT ED. AS OUTLETS TO MARKET THOUGH INTENS I VE AGR I CULTU 

Y NEVER BE POSS IBL E. A MJ CH LARGER AN I MAL POPU LATI ON 

SHOU LD BE POSS I BLE ALS O w·ITH I NTELL IGENT UEASURES AGAINST 

TI Cf\S WH I CH NO\'/ CONS TITUTE A SER I OUS HANDICAP= 
. . -
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THI OOKP~ Wtu. ~lATa IUOCDTIONI noM 11"1 PATaOHI CONCD.N'tNG ,.._.VIc& 2 0 

WESTERN 
UNION 

a.-.-fft ~OA&ftllllf ... .. w .......... -leceh•ed at 108 Eut S.Jti--

1 4 3/ 1 60= 193'J NOV 20 AM 4 2 3 

..... 

l tHNG !00 OFFERS GOO~ POSS IB ILl TI ES KNOWN DEPOS ITS OF GOLD 

SILVER BEING NUMEROUS . THESE AREAS ARE SU ITABLE FOR . - . ~-

JONEER SETTLEMENTS AND WITH FURTHER EXTENS ION OF ROADS 
.. .. -- - -

ILROADS SHOULD SUPPORT MANY 10 , 000 GROUPS . P INE LUMBERING 

tlDUSTRY ALSO PROM ISING. ATTITUDE OF GOVERNMEN T TOWARD 

~M I GRATION DOUBTFU L. 
q NICARAGUA . UPLANDS FROM WA TAGALPA TO UPPER SEGOV IA 

ION SPARSELY INHAB ITED BUT CAPABLE OF SUSTAIN I NG TWO oA 
... - . 

EE 10 , 000 GROUPS BY SUBS ISTANCE AGRICULTURE , TROP CAL. AN 
- - - ·--- . 

UBTROP ICAL HORT ICULTURE, AND COFFEE PRODUC I NG FOR 
- - -

IF MARKET EXI STS. ROADS FROM MANAGUA AND TO ATLANTIC COAST 
.. ... - "' . .. 

R I·VERS BE ING I MPROV£D . , 
q GUATEMA LA. TWO REG IONS OFFER GOOD PROSPECT~ 

' -
HIGHLANDS OF ALTA V ERA PAZ 3 , 000 TO 4 , 000 FEET ELEVATION - - -
HAVE HEALTHFUL CLIMATE. RICH SO IL, lBUNDANT VEGETATI ON; 

' 
HEAVY RA INS, BUT WITH GOOD DRAINAGE DUE TO UNDER LYI NG 

. -
Ll ME STONE. ROAD SYSTEM UNDER CONS TRUCT! ON ; RA ILWAY AND R I 

OUTLET TO LIVI NGSTON: AI R LI NE TO GUATEMALA CITY. ANOTHER 

REG ION IS HIGHER PART OF WESTERN END PAC IFIC COASTAL PLAI ~ 

EAST AND WEST FROM COATEPEQUE AND ALONG FOOT OF VOLCAN IC - -
RANGE= 

1U QUICICDf, - A11D- WAY TO an .-cY IS IY 'I'IUQurs oa C.UU' 
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UNION 
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teeeivocl at 108 Eut Baltimore 

4/178= 

\')~\NOV 

21 

EASTWARD FROM THERE. THI S I S P I EDMONT SLOPE ABOU T 1, 0 00 FEET 

HIGHER THAN NE IGHBOR I NG UN I TED FRU IT COMPANY BANANA REG I ON, 

\'/ELL DRAI NED VOLCAN I C WO IL SUFF I CI EN T RA I NFALL AND EXCE!;LENT 

1'/A TER SUPPLY. SOME· DANGER OF MALAR I A. GOOD FOR CATTLE, SUGAR 
. -

CANE, CORN . BEANS, TROP I CA L AND SUBTROP I CA L FRU ITS. ROADS . . 
LEAD TO GUATEMALAN HI GHLANDS AND RA ILROADS TO Pans OF OCOS 

. . 

AIID CHAMPER I CO. PRESUMABLY THE PETEN REG I ON THOUGH ONCE 
- -

PIID BY POPU LOUS MAYAN CI TI ES I S I MPOSSIBLE NOW UNL ESS 

AN EXTENS I VE PROGRAM OF MALAR I A ERAD I CAT I ON COULD BE CARR I ED 

T. THE TWO RECOMMENDED GUATEMALAN REG I ONS ALREADY CONTAIN 
. - . 

MANY GERMAN F I NCAS, MAINLY COFFEE FARMS , ALSO SOME 

l ilFLUENTIAL ENGLISH AND AMER I CAN FARM OWNERS. SUBTROP I CAL 

HORTICULTURE AS YE T UNEXPLO ITED BUT PROM IS I NG . GOVERNMENT 
- ./ 

L II<ELY TO FAVOR JIAMIGRANTS, BU T SOtA~OREIGN LAND OWNERS 

L I KE LY TO OPPOSE . I N BOTH REG I ONS I MM IGRANTS MIGHT BE TTER 

r£ SCATTER ED THAN CONCEN TRATED I N COIAPACT COLON IES. 

AVA I LABLE LANDS OCCUR I N LIMITED TRACTS . 

<f BR IT ISH HONDURAS. (BEL I CE ) I NTER I OR HILL COUNTRY 

OF THE SOU TH WO ULD SEEM TO OFFER PLACE FOR MANY SETTLERS I N 

COU fiTRY BETTER THAN IN BELI CE WHERE OVER 1, 000 WH ITES 

ALREADY L I VE . THI S WOU LD STRENG THEN BR I TA I N'S HOLD< ON THE 
. . 

TERRITORY. = 
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Till iLl. APP&BCIATI: IUCCatiONS PI.OM JTI PA'BOHa COKCI:It.NtkC lTiilaVIC& 

WESTERN. 
UNIO 

L .. -rn: ~ CAIIIL'POW 

leceived at 108 Eaat 8altlmore 
5/ 172= 

Md. cv 
PA;lA:.lA. THE PAC IF I C SLOPE 1'/EST\'/ARD FROM THE CANAL TO THE 

COSTAR I CA BORDER 1'/0U LD SEEM TO OFFER ROOM AND SU I TABLE -- . 
co:JD IT I ONS FOR SE VERAL 10 ,000 GROUPS. ISOLATED VALLEYS 

'.'! ITH II~ THE CH I RI QU I MOUNTAI NS ALSO OFFER LI MITED S I TES AT 

ELEVA TI ONS OF 1, 000 TO 2 , 000 FEET. THE COASTAL PLA I NS ARE 

SPARSELY I NHAB ITED AND THE FOOTHI LLS LARGE LY UNDEVELOPED . 

THE REGIOH IS DR Y EN OUGH FOR HEALTHFUL LI VING , BU T WI TH 

SUFF I CIENT RA I N FOR PASTUR E, CEREAL CULTI VATI ON AND FRU IT 

GR OW I NG. ACCESS TO PORTS I S EASY AND A ROAD FROM THE CAN AL 
~ -

.i EACHES TO BEYOND DAV I D. 

'i SAL VADOR. TH I S COU NTRY PROBABLY OFFERS NO 

POSS I B ILIT I ES DUE TO DENSE POPULAT I ON AND I NT~NS I VE - . 
DEVELOPI,.ENT. GENERAL CONSIDERATI ONS. 

<; HU I,IJ D LOWLANDS HAVE NOT BEEtl SUGG ESTED BECAUSE OF 

UfiSU I TABLE HEALTH COND I T I ONS. EACH OF THE SEVE RAL COtJNTR I ES 

COULD PROaABLY ABSORB A LJ f,IJ TED NUMBER OF I ND IV IDUALS 

PA~TfCU LARLY OF THE PROFESS I ONAL CLASSES AND THOSE 

F I ~ANC I A LLY ABLE AND PREPARED TO UNDERTAKE I NDUSTRI AL OR 

HORTI CU LTURAL ENTERPR I SES. WE WOULD STRESS SU BTROPICAL 

HORTICULTURE FOR COLONY ACTI~ITY . AS YET UNTRIED ON LARG E - ~.. ... -
SCALE BUT EVERYWHERE SUCCESSFU L ON A SMA LL SCAL E. = 

~-GEORGE M MCBR I DE 71 0 VI A .DE LA PAZ 

PAC IF ICPAL I SADES CALIF . 
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or,cc or THC "c.tiOitfT 

THE .JOHNS H O PKI N S UNIVI!:RSITY 

I!IALTI M O RE. MARYLAND 

Dear llr. Jlorgentbaur 

Hare is a copy of the letter which I baTe sent to 
Wara Springs. It s.-rizes O\U' conYersation l.&et night in 
so rar &8 South J.aerica is concerned. 

This lea•es the roast duck, the hospitelity, and 
the cbar!a of ,.our hOM lllliMntioned, It R8 dalightt'ul! 

Sincerel;r ,.ours, 

The Honorable Henry llorgentbau, Jr . 
Secretary or the Treasury 
15th Street and PennaylYAni& .t.Yanue 
W..hington , D. C. 

23 
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NO 
A portion of this telegram 
must be closel y paraphrased 
before bei ng communicated 
to anyonE , (B) 

Secretary of St ate 

Washington 

641, NovEmbEr 20, 10 a , m, 

.• . 
BERLIN (Part Air) 

DatEd NovEmber 20, 1938 

Rcc 1d 9:10 a , m, 21st , 

(Gray) Number 32, FOR TR£.ASUllY FR>H i!EATH, 

ThE Reich's tax revenues for October last wE rE 1367 

million marks, an i ncrease of rou3hly 20 ~ovEr Oct ober 

1937 revenuEs of 1143 million marks , For thE first seven 

months of the current fiscal yr.nr tax rEvenues totaled 9670 

mill i on marl:s an incl•case of some 22~! ovEr collEctions 

of 7943 mjllion 1narks during the corresponding period last 

With t.'lc impositi on of the confiscatory and punitive 

levy on the Jewish communi ty or onE billion marks it is 

assumed that the revenue for ecast of 17, 2 bill ion marks for 

the current fiscal year should be correspondingly increased , 

It is not yet possible to stat E what percentage or Jewish 

property will have to be sacrificed to meet this levy, 

Economics Minister Furut statEd that total Jewish property 

had a registered net valuE of sevEn billion marks , This 

evaluation is undoubtedly hiGh inasmuch as thE registration 

dEcrEE rEquirEd Jews to capitaliZE ~Ensions, declarE lifE 
f ace 

insurancE policies at;· valuE and t'urniturc and othEr 

property or little sale value at the purchase price. 

\ 
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NC - 2- #641 from Jcrlin, Novt~mer 20 , 1938 

The tendency was to ov~rstatc the valuE in view of the 

sEvere penalties prEscribed for undErvaluation. Funk 

admitted that of thE propErty registered soro£ two 

25 

billion marks had already beEn 11 Aryanistd11 , To this loss 

must bt added thE destruction of Jewish propErty during 

the recent "riots" comoonly estimated at about half a 

billion marks ard the continuin: loss due to the forced 

or panic salts of businesses to Aryans and :1asty realization 

Of pr:lptrty to :!lEtt thE tax ltvy M d living DEEdS , 1'1\t 

situation is rendErEd mort sevErE by restrictions on Jewish 

bank accounts and the injunction ac;ainst salEs of JEwish 

owned securities by banks and thE stoclc exchange , 

The Rtichsbanlc statement for thE first half of November 

shows a rEmarkablE r atio of repayment of tat Rtichsbank 

credits granted during Octo~er: 94 ,6~ as compared with a 

repayme nt of fresh credits of 77, 7% for the first of 

llovcmbtr , . l937 , It is possible , however, that this dtcrtaat 

in Rcichsbank credits mny havE bttn offs e t by counter 

activity of the Gol d Dl.ccount :3anl~ which publishes its 

statement only oncE n month. Thus during OctobEr when thE 

Rcichsba~k decreased its bill holdin~s by 631 million marks 

its subsidiary, thE Gold Discount Banl: , increased its bill 

portfolio by 311 million marks . Th£ total of Rcichsbank 

credits: bills checks collatcrals, decreased 250 million 

marks 

' 
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NO - 3- ;('641 from 3crl1n, llov£m4'£r 20 , 1930 

marks durinJ the s econd week of ~cptcmbtr t~ 7648 aillion 

marks B figure 774 million under that of October 30 . 

3ills discounted the l BrgEst item of Rcichsbank ' s 

credits otood a t 6775 million marks on November 15th aa 

comparEd with 7542 million marks on October 31 and 5578 

million marks on October 31, 1937 . 

Total currency circula tion decreased. 253 million 

marks durins thE second wet!< to a total of 9253 million 

marks on l<ovcmbcr 15th as compn~td with n circulation of 

9266 million mar~s in mid-October l&st and 6756 million 

mo.rks in mid-i;ovcmbcr 1937 . The hiU}l cover currency cir­

culation was 10154 million on ~cpttmbcr 30 last. 

26 

' 
i"ino.ncial !ll.lthoritics hove admitted that with due allow­

ance for thE anntxation of Auotria and Su~ctcnland there 

has btEn an increaSE in c urrEnCy circulation of 25f, over 

that of a year a.:;o. This incrEaSE in currency circulation 

compares with thE cst~~tcd increasE of salaries auG wa5cs 

during the first hnlf of 1933 of 1 .5 billion marks or 7 . 6% 

over wacc payments of thE f1rct half of 1937 . The institute 

for Economic RcaEnrch 'stim.~tcs the ratE of increasEd pro­

duction of capital investment industries during thE first 

ti~t months of this year at nbout 10% over that of 1937 

and thE avera~£ of other industria l groups ot about 5%. 

Consumption goods industriES working from clastic demand 

arc estimated to have increasEd their production by 7.6; 

over 1937. Undoubtedly one foetor 1n thE 1ncrcas£d 

monetary 

..... ....... 
Regraded Uclassified



NC - 4- #641 from Berli.n, NovEmbEr 20, 1938 

monEtacy circulation is "hoarding" by wa~E Earners not pEr­

mittEd to cx~End thEir incrEased earnin~s for foods and by 
fortunco 

individuals desirous of 1:!: EPina a portion of thEir/from 

the knowledge of tax and other authorities . 

The announcement ycstcrday of a new Reich loan of 1~ 

billion marks beforE the final pcymcnt on thE OctobEr 

loan (December 5) had bEEn m.~d£ cam£ as a gcncrol surprioE 

a lthougjl it might havE been anticipated. ihc new loon will 

a l so be i soued a t 98 3/4~ and bea r int erest a t ~l%. 

The tErm of subscription will run from NovEmber 28 to January 

9 and the term of payment from January 17 to Fsbruary 25 . 

As with the October loan oul>ocribcro h:IVE the option of tak­

ing rEctipta for thEir oubscription, thE bonds bEing deposit­

ed to their account in somE centra l "security bank" to bE 

dEs ignated. 

The new loan is announcEd in thE f inancial prEss undEr 

such h Eadin::;s aa •utiliza t i on of monEy m~.rkct surplus" . It 

1s t ruE that cont r a ry to thE rEaulto of prEvioua iosuea 

which wert f ollowed bi a hardEning of thE money mxrkEt thE 

OctobEr loan was auccrcded by :~n unusual li·=:uidity EVidEnced 

by incrEased issues of Gold Di scount Bank single bills and 

thc remarkablE-- 94. 6%--liqnidation of frEsh credits of the 

REichobo.nk during NovEmbEr. lbia condition wo.s mainly th£ 

rEsult of thE maturins on OctobEr 31 of sEVEral hundred 

million marks of short tErm Trcasury bills-- 0dElivEry 

cErtificatEs" issuEd to GoVErnmEnt suppliErs and non-
intErEst 
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atcraat beu1ac b1lla aol4 Oil tu a011e7 eukn. O• 

Dao•bcr l ancral hWiba4 ailliOD aora fr ... ID'7 oarUfi­

oataa 111.11 fall due .aa wall aa &ll UlliiJIM1f1ed u01at of 

4- l / 11f. freawr7 ocrUf1oataa hnet aa.e 7eua ap. Oat­

a1bl7 1 dal1Tarr oartif1oataa1 and noll-11ltareat bau11lC 

Traaaurr b1lla wh1oh haTe bean iaaued 1n .aturit1aa of three, 

81:1 0 D1D8 aDd twalT8 IIOiltha 111.11 be fall1Dg due dur1Dg the 

period of oonYaraion. To a larse anent, therefore, the 

new loan w1ll be a ooUYcraion of abort tor• indabta4Daaa. 

The whole ator7 1a bowner not oontai.na4 in tlw 

aboYa. The belief ia that th1a ia &lao a call for the 

people to 1Aorea .. the1r a&T1D.Ca in order to • i Dt;ain and 

i norea .. &riUJIIIDt and the ooaooalt&llt progr .. of the 

four rear plU of the Gel'll&lla. The D.ewapapcr Dill DIIJT80HI 

VOLI81fiRf 1a laao- to be oloaa t o the Re1ohab&Dk, ant 

it 1 a relatiYalr i ndapaDdent 1n 1ta e41tor1al expreaa1o11. 

nan if auoh 8llpraaa1CIII ia reatra1De4; 1n an a41tor1al 

1n th1a ~cr the need of 1aoreaaed ar ... ant 1a o:peal7 

41aouaaed. It atated 1n muat eqlal the 1Aoreaaed (~t) 

aaaauraa of other nat1ona1 • 

8treaa1DC that tu 1aora&aed uartiona d.anda4 of tb.e 

Geraaa people auat not be at the &llpiDae of a 41111DuUOA of 

the wppl7 of oolla-..pUoa &ood• deal red br the worker, 1t 

rafera to apaeohaa bJ the J'1D&Doe Mia1atar u4 KoOD•ioa 

M1D1at~ oft1oiala oautwc fer a reduoUoa of Ooftrlllloat aa4 

burea-~ aa4 OTC'-Cpala&Uoa an4 a deoreu• 1ll aoa­

aaaenU&l goYaruental. aotiTiUaa aad ax:pell41tuaa. fte 
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NC - 6- {/641 rrom Berlin, November 20, 1938 

editorial points out that the new dcmando on thE German 

people must be met by better equipmEnt and ora~.niz:J.tion, 

"rnt1onal iz:J.tion," or industry :J.nd approves thE recent 

dtcr££ cutting e~pprtnticcship rrom four to thr££ years . 

29 

It clc::~rly indic::tcs that lonc;c r \/Orkin_ hours nill bE 

rcquirtd Md Gr£e~ t cr tm;ploymcnt of wom£n in industry. The 

necessity of incr£C\3Ed forEi50 tr~dt to p:1y for r:J.w ~ttrial 

ia cmphacizcd . It approves recEnt stcps for "s~rptr" c :l.l ­

cul:J.tion of pricEs 1n Government orders ~.nf. speaks 

approvingly of t~E measures rcquirinu municipalities to 

invEst a crc~tcr portion of thr. 1r rtctrvcc in GovernmEnt 

lo:mD . 

In this connection it io popule~rly reported that the 

municipnlitics took about one half billion m:J.rks of thE 

l :>.ot and previous Rcich loans . Accordinn to a rcccntly 

published study thE tot:J.l rcocrvto of tonns of mor£ th~n 

10, 000 popul::.tion n cr£ 1 . 4 billion mark:: ::.t th£ end of th£ 

1936- 1937 fiscal yt ar . Prtsumnbly thee£ rcscrvco have 

oincc increased . SincE for the 1936- 1937 ptriod thts£ muni ­

cipalitiEs h.~d an ac;~rEGC\tE bud3ct surplus of 3Sl,OOO, OOO 

marks. (End Gr:J.y) 

GILBERT 
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DEPARTMENT OF STATE 

WASHINGTON 

fhe Secretary of State pre•~'• hia oo.pliaeata 

~o the Honorable the Seoretary of \he freaewoy , u4 

en.clo .. • for hie a\rioUy oonfirlenUal inforaaUon a 

copy of telegram I o . 1957 of loTeaber 18 \ranami\ti nc 

~he auba\ance of a conTeraa\ioo which ~he Char&e a\ 

Paria ha4 with t he Air K1n1a\er of rranoe. 

30 
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PARAPIIRA81 OF flx..IWl RIOIIYID 

JROih 

D.t.TI: 

10.: 

J.Mr1oaa laba .. J, Pa:rh, J':ranoe 

Jlo••be:r 18, 1938, 8 p.a, 

19!17 

The foll owing ie e~ric~lJ oonf1dec~1al: 

Today I had l unch wi~h Laob&abre, ~he Air M1nie~er. 

J.~ ~he aee~ing of ~e Radical 8ocialiet Deputiee tbie aorn-

1ng,be t old ••• out of abou~ a hundred preeen~ ~hiaeelf 

included) e1gh~ of the deputiea bad • oted againe~, and 

twen~y abe~ained. on a reaolution expreeaing confidenc e in 

the GOYeroaent t o 1111pl'o'fe the oouotry 1 e eoonoaic a1tuaUon 

but oa1tt1ng epecif1 c reference to the decree lawe recen~lJ \ 

proaulgated, I n •i .. of the or1t1c1ea of the decr ee lawe, 

L&o.baabre ne pleaeanUy eurprhed. ~ba~ ~ere ne no 

g:rea~er opPQeU1on 011 the part of the Radical 8ocialieh. 

If 'the OO•ernaent lhould be OYerthrown nen mon~h, 

Laohaabre belie••• ~ba~ a Jatiooal Union Garernae~ will 

coae in headed el\ber by BODOe~ or Dal&dier, and. ... bere 

of the Oenhr and ~· Ri&tl~ will be taken in. In 1h 

fund&ment&le, the financial prograa of euob & gOYeroaent 

would not be auoh differen~ fro. ~he preeen~ one of 

ReyD&ud. Slip~ a odifioaUon would ha'fe ~o be •de ill 

order ~ o aollify ~he aori Yeheaea~ of the preeent oriUoe 

and of oouree Reynaud would h&Ye ~o a'O• 

Laobaab:re told .. ~at ~he ruaore abou~ prolongaUoe 

of ~· life of the preeent Obaaber were 1fan~ae~ic•. Be 

a .. ~ha~ no eucb ~hlq wu con~eapl&te4 by Dal&41er. 

Teehr4ay 
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Teaterday tha O.G.T . held lational Cougreaa meeting 

at Jantea. They decided to obaer•e the t wenty-aixth of 

Jovember aa a day of proteat againat the decreea of Daladier 

and Reynaud. Thh organization inahuoted ita &dainht ra­

tive committee to initiate reaiatanoe to the deoreee and 

even to go 80 far ae to plan to ceaae work if neceaaary 

to defend the 80Ci&l reforma. 

La8t Saturday the Yeterana organ1zat1ona had g1Yen 

Daladier such an ovation when he called upon th• to aalte 

voluntary sacrifice• in line with the urgent need for eccno_, 

in governmental lxpenditurea; boweYer, yeaterday thia for• 

of support waa retuatd. to the Priae Minh tar on the gr ound.a 

that the decree lawa cannot be expected to aolYa the country'• 

problema, and because t .bey are not equitable in the dhtri­

buUon of the burden placed on the population. 

The appeal for aupport of the 1 three year plan 1 waa 

renewed laat night in tallt8 before the federation of rrenob 

new8papera by the Prima Kini8ter, the finance Min18ter and 

the Pre8idant of rrance. soaa of the phra8ea wbioh the Prime 

Minister uaed in hie apeatlng illuatrate the atapaphere 

created by the conflict OYer the plan; the giet of tb .. 

wee that the Pr1ae Kioieter would not yield to any of the 

JD&neUYera of the adYereariee of the GOYernaent, that be 

deepiae4 their threate, and that they would not be eucceaa-
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for recd't'ery. 

In the epeech g1Yen by the Minieter of Fi nance it 

wae pointed out that t he 1 yawning abyee at Prance'• feet• 

bad been loet ei ght of in the hubub whiob bad arieen over 

the tazation pr oYieione of the plan - whi ch problem had 

been protrayed by him wi thout eti nt laet Saturday nisht. 

It bad aleo been oYerlooked be eaid that the plan ie op•1D­

cipally one of econo.ic reooYery. 

!be ep .. cb giYen by the Preeident wae leee inetructive 

on the purpoee or detaile of the prograa, but i t expreseed 

the feryent hope that the country and Parliaaent would giYe \ 

t he recovery program their full eupport. Ae a guage of t he 

aerioueneee of the preeent situation, the President '• epeeoh 

was perhape the moet intereeting. The Chief Of State 

stepped eoaewhat out of role for the eecond tiae (be bad 

made a epeeob laet Saturday) and made an appeal for the 

particular prograa of a particular GOYernaent. 

The political preee report• of yeeterday and today 

mention the innumerable ruaore that are going around ae 

to the methode that eoae newepapere fear may be adopted 

- and wbiob otbere believe ehould be adopted, depudiAg 

on t he point of Yin of each j ourul - for the continuance 

in power of t he au thor• of the recOYery plan for the Uae 

believed neoeel&ry to ·aeeure the prograa1e eucceee. It 
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ot t he .. ruaau in Yin ot the preant obnflue4 ai1iuaUea. 

n h highly probable 1iha11 1ihe r1111ora are baaed. upoa 

not 11110h aora 1illan 1ihe i•ginaUOD ot their au1ihara an4 

the general unoer1iain1iJ aa to the ou1iloot for the fu11ure, 

1.0 IllS SAG It. 

WIL801 • 

• 

U. :L1'1 
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Dep&na•'· 1 • 1a -.i••• '· O..U.. 'tdU eall ~er tlw llalW& 

lwtoo n wow.-er 16 oa tM ~ 11az7. 

Regraded Uclassified



Operator: Go ahead. 

HllJ'r: Hello. 
Harry 
Hopkin•: Hello Henry. 

l!liJr: How are you? 

H: rine. 

I!IIJr: Harry . 

H: Yea . 

WoYeaber 21, lQ~8. 
2:18 p.a. 

26 

H!Ur: I '• calllng JOU v,p to aek you whether you would i .ntora 
ae where ~e Ada1niatration atanda on thia relief 
aituation aa of to~f 

H: Well, Henry, you know I oan 't anewer that one to you ott 
on - oYer ~e phone aa to where -

HllJr: No. 

H: Ae to where - what ay thinkl.ng 18. 

HllJr: Well, what I 1111 gettl.ng at 1e ~ia. 

H: What oonYeraationa I'Ye had with ~e Boee. 

HKJr: 

R: 

BKJr: 

H: 

mur: 

H: 

RUJr: 

H: 

No, no, no. 'lha t 1 e - Are you going to do any~ 
today? 

Ml I going to do anything to~f 

Yee. 

Wo. I'• going to uke aoae aona around ay own ahop but 
nothing eerioue . 

Well that -
I'm going- I'm going, you know, I'm going- I'• aaking 
IIOYel today. 

Well let ae tell you what -

Wot aajor IIOYBI. 
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HIIJr: 

H: 

HIIJr: 

H: 

HJIJ'r: 

H: 

HUJr: 

H: 

HMJr: 

H: 

HIUr: 

H: 

fDIJ'r: 

H: 

HIIJr: 

H: 

HJUr: 

H: 

HKJr: 

37 

- a-

Well let ae tell 70u what I haTe 1n a1nd. I'Te neTer­
I - we had a aeet1ng thie aorning of th1e new ooam1ttee 
that the Pru1dent ut up on fhoal and aonetarT. 

Yu. 

And I told ht. about this e1tuat1on, but I ea1d that 
1f at th11 t1ae, I'a ueing the word "ada1n1etration• 
adT1eedl7, 1f we la7ed off a ail lion aen that thie 
reooTery 1ea 1 t tar enough along but what it would 
Tery likel7 upeet the whole appleoart. 

Yee. 

And therefore we are drafting a letter to the Preeident 
recommending that he eign this National Eaergeno7, eeef 

Yee. 

But I don't want to leaTe a etone unturned. 

Yea . 

And 1f 7ou a»e eo inclined I'd like Tery auoh if 70u 
would drop oTer here at f1Te o'clock and eee the 
letter before 1t goee to the Pree1dent. 

Yee . Well I will. Now, when can I eee 70u? 

When can 70u eee aef 

Yu . 

Well -

I'a going to be here all week and I 'Te got no appoint­

mente. 

Well 70u oan eee ae aD7 t1ae that 70u want to. 

When - 1e there aD7 ohanoe of 70u and I haTing 41nner 
together? 

Well untortunatel7 -

At 7our hDuee. 

Well here'• the thing. We're going to WoodriDge ton16ht, 
toaorrow n1ght we • Te got auute , but I '• tree at liiJioh 

toaorrow. 
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H: 

!DIJr: 

H: 

HJUr: 

H: 

mLJr: 

H: 

llllJr: 

H: 

FOUr: 

H: 

IDIJr: 

H: 

HJUr: 

H: 

HIIJr: 

H: 

HUJr: 

H: 

HIIJr: 

H: 

HKJr: 

- ~ -

When are you going tor ThankegiY1ng, 

Right after- around noon Wednee~. 

Well, can you lunch with me tomor.rowf 

Wel l you can lunch with •e. I don't eY6r go out. 

All right, I'll come down when? 

One o'clock. 

All right, and I'll be down at f1Ye thie afternoon . 

But if you' ll come down at the -

I'll be down. 

38 

Now Harry, I appeal with greatut .. orecy on eYeryb~ 
on th1e. 

All right. I won't eay anythi.ng to any~. 
tallt to anybody 1n 110' ehop about it . 

I won't \ 

I aean I've told thea that I've never done anything 
which wae eo eeoret becauee th1e i e t he Pree1dent'e 
bua1neee. 

And-

Will there be anybody alee there at t1vef 

Yea . 

Well, I 'll be d1eoreet about whet I eay. 

But the point 1a, I haY en' t - all I '• eay1ng to th .. 

11 never mind whet happened in the laet eix weeke. 

Yu. 

Yea. 

And while I haYe no legal reepone1bil ity I got eome eenee 

ot what'• beat tor the country and what'• good t or the 
uneaployed and the huaan being, an4 I'• not going to 
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H: 

HlfJr: 

H: 

HIUr: 

H: 

HUJr: 

H: 

HUJ'r: 

H: 

HUJ'r: 

H: 

HIIJr: 

H: 

HKJr: 

H: 

JDIJr: 

H: 

3!3 

- . -
be aatlatled until I've done ever.rthin& I oan to get 
hill t o aign thla. 

Well Renr.r I'll be down at -

But aa I ·~ I ha1'e IIIU"Z'Ounded ever,rb~ with the ut..oet -
and I'n got a fellow going down - rq own age - going 
down on the plane tonight at eight with thia letter. 
But I didn't want t o aend thia without 70u aeeing it 
and haying 70u e~ . ~ell that 'e ewell or it ian't1 • 

Yee. 

8ee7 

Fine. And I'll be there at five. 

How doea .it aound to 70u otthand. 

Oh, tine, and I waa - I waa eimplJ going to go down 
there rqaelt and - I got no ohanca to dlacuaa thla 
the other d&7 with hill, he Juet gave ae a public 
beating wh1oh I eat and took. 

Did he juat apring that on 7oul 

Sure. 

Well I'll be daaned. 

But I know wh7 he did it. 

Well I don't . 

\ 

Because I had planned to ha1'e the ordera laeued to reduce 

theae people and the ordera were withdrawn at hie 
epecific ~equeat . 

I eee. 

So it na all, I figured that he Juat decided to gin ae 
a public beating 1n front ot a lot ot people. Whatever 
the reaaon ia, b7 God, he had eoae reaaon tor doing i\, 
and .whate1'er the reaaon ia, Henr,r, ie all right with •• · 

Bu\ wh7, Harr,rf 

Wall, don't aak ae. I can't \ell 70u wh7 . 
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HMJr: 

H; 

HJlJr: 

H: 

HUJr: 

H: 

HKJr: 

R: 
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- 6 -

Do 10u mow? 

I'•• got an idea, but I'd rather not talk to 10u OYer 
the phone. 

We 11 anrwe:r -
Well I'll be 1n at f1Ye, HenrJ. 

O.lt. 

And 1t eounda all right to ••• eee? 

All right. 

Fine. Goodb7e. 
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REB 

StcrEtary of StatE, 

Washington , 

1341, NovEmbEr 21, 5 p. m, 

FOR TREASURY. 

GRAY 

London 

DatEd NovEmbEr 21 , 1938 

Rtc'~ 2:17 p. m. 

AftEr Saturday's rathEr activE day in thE bullion and 

fortign Exchanc t ~rktts today has bEEn vtry quiEt with 

only 87 bars sold at thE fixing at 1 47 shillings 11-1/2 

pEnCE giving a p rEmium of a half pEnny at 4. 70 , 52 bars 

bEing marriEd , ThE Briti sh authoritiES hEld stErling a t 

4 . 70 in thE morning but rEcEdEd to 4 , 69- 1/8 thi s aftErnoon 

whEn thE dollar was bid chiEfly as a rEsult of thE Bank of 

FrancE's purchasts of dollars and salts of stErling tht 

lattEr at 178 . 69 tarlitr in thE day and latEr at 178 . 66 . 

Forward ratEs of thE franc art thousht by thE markEt a l so 

to havE bEEn subjEct to cont rol by tht FrEnch authoritiEs 

and now s tand at 1 . 1 for onE month and 3-1/8 discount for 

thrEE months . 

KLP 

RGC 

KENNEDY 
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PAJU.PIIIU.BK or Ul·FIAM RKOKnD 

ftCih Aller1ou m.llaaay, Pgla, rranoa 

DATI: ·~-bar 31, 1958, S p.a. 

•o., 1988 

Refarmce 1a aada t o ta1ai1'U •o. 8'PO o1 

42 

. o.,•ber 19 froa tha Department . I u 1Jl acr-t. 
Ooohran will ea1l for tha United 8tatea oa • .,.. 'a:r a& 

on 't~e QUIZI KlRT. 

WILSO.. 

IA:LI'I 
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P.ARAPB1U8:1 OJ' T:lt.IGR.U( R:IOEIV:ID 

J'ROll: Allerioan J:llb&aa)", Paril, J'ranoa 

DlTI: XOT .. ber 31, 1938, 6 p.a. 

50.J 1968 

niOil COOIIRAll, 

At aix o'clock I had a talk with my friend in 

the Bank of J'ranoe. The net pin for the cSa)" wae 

1,300 ,000 pounda, although the fund )"ielded a little 

foreign exchange in late trading &a a reault of atrike 

stor1ea. Better market for forwarda, General improYe­

ment 1n J'renoh rentea and aharea. I underatand that 

ts,ooo,ooo waa )"1 elde4 b)' the Br1tilh control, and that \ 

the failure of the pound to i~roYe after oaapletion of~ 

the .lnglo-.blerioan trade agreement has oauald glooa ill 

London financial c1rolea. 

Toaorrow the Pr1ae llin1ater and Reynaud are 

scheduled to go before t .he 1inanoe CoiDiittee of the 

Chaaber to present t heir budget plane for 1939. Toda)" 

there ia iaproYed aarket and pre•• reaction becauae of 

'be expreaeed determination of the aboYe two official• 

to aee their prograa through. 

END SECTION OBI. 

J:A: Lft 
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R£B 
GP..AY 

Paris 

.· 
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Dated November 21, 1938 

REc 1d 3 :39 P• m. 

SECrEtary Of StatE, 

Washington. 

1968, NovembEr 21, 6 P • m. (SECTION T'•/0) 

In his WEEkly editorial financial Editor J enny of 

LE TEMPS today concludEd a study of Reynaud ' s as follows: 

"What do the opponents proposE to substitute for thE 

sacrifices demanded of thE taxpayers- consumers? ExchangE 

control? Tnat is not serious . Uonetary control dots not 

at all modify thE essentials or thE problem; rEmEdies 

nothing. It masks for a whilE thE consEquences of inflation 

wi thout supprtss1n6 them. It can postpone thE catastrophe . 

It can prevent it . In order that it may bt avoidEd it is 

i ndispensablE that tht sacrificE demanded of EVEryonE bE 

accep t Ed and that thE Government know how, if it must , to 

brave for somE timE an unpopularity which is to be expected . ~ 

Bank of France today invoiced to Federal Rtstrvt Bank, 

Ntw York f or account of Bank of England 477,000, 000 francs 

gold bars CHAMPLAIN . 
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REB 

2-#19GB, From Paris, Nov.21, 6p.m. 
( SEC. Two) 

PrEss rEports from HavrE rifling by dock workErs of 

casEs of s ilVEr coins in a ValEncia govErnmEnt shipmEnt to 

IIEW York PRESIDENT ROOSEVELT. 

( EIID OF hl£ SSAG£) 

WILSON 

NPL 

45 

Regraded Uclassified



.. ·~ · 
., . ' ..... ., ...... 

lovuber 211 t , 19.31 

117 dur Mr. l'reaU.nta 

The • P ><hicb I prOIIiaed to aead 70\l 1ll ann er to 10111' 
aacoftd inquiry waa delivered to Secretary .,..pt~t.bau at b.1a ~ 
1ll lfashift&torl .L&st ewl11ng aDd bo aDd I apant tile &ftnillll: allllllio­
ing it and ot.hor u pe and docw.nte, Ba wUl wri t.e :rou a bout. U.•• 
117 purpoM 1D wr1tillll: t bia l atter 1o to .-riM t.be raault1 ot 1111 

ins;>~otioD ot b t.benl South -.r1o&. lou will f 11ld cle-.u.4 -
ooariea u g1oe ~ rae1on puted on tiM •P 1taalt, 

The t.o or1t1caJ. coatour• on t.ba • P era tile ) 0000 toot 
contour and the 8, 000 t oot contour. 8aJ.ow tba C1rat tbo tropical 
coaditions ara I I'Arl l UDder 2,000 t.at and baWHI> 2 , 000 &lid ) 1000 
r .. t tbay .... •till ditCicult for !:uropa&D coloniata. Atq si te .... 
low ) 0000 r .. t ...W.d otter apeo1al tacbDioal ditCicultiea 1D tiM 
field of bealtb and outdoor .LAbor, Abo, U..a .-ould be r equired 
foraa of tropi cal agricult.ur<ol wbicb are botb apacialiaad and dif­
Cicult t or l>J.ropaan labor, ... ~ .... .) 0000 raot tba cliuta 1e d1 ... 
t inctly better , bort.icult ure ia poaei ble, aubaiet Gnca Carllin8 11 
practicable and it 11 posaible for tba bopaan to beco111 adJI.Mitall 
to both alefttioA did cliuta. .t.bc"N s,ooo teot P'•'-rr &lid heart 
troublu 11lcraaM r a p1.dl,y, iU£btT percent. ot tbe popula t1oa of hiP.,. 
l and Boli't'ia and Paru dia of pul_..ry cliMasn, IIDIJt.l;( PDalll 01ho 
It colonieta •are 7011111 U..:r could ataad a creator elnat.ioo, r:._ 
s,ooo r .. t. 1a anr- t or people be;rolld the aga of so, a l a rule, 

The oet. raault. of an 1AIJ»Ction ot aU t.beM Ua1 t1Dc c_.. 
dit.ions i s that. lort.benl Solltb Allorica of t era "" place f or coloaiaa­
t 1on, on a lar&e eoaJ.a, of peopl o web a a •• ba'N in aind. Thil will 
be clell1'+4 1t tba a~1aa on t.bB • P are r aad 1D canoctioc w1• 
the f oUowl.DI tAt., 

Tha Ola1.t.Da B1aftl •Dd• are out. of tba picture. The .L&Dd 1a 
oitba~ roqah or -wo the diltanc .. to tiM Oriaoco or otbar •~ 
1e gr-t., ro.4 oooatruotioo 1a d1tf 1cult. aDd a:peu1ft and tba 11\MC\ 
1Dbabltant.e ara bo\11 _,.,. &lid ..vied. It. ~ be a • Jor t.aak ot 
racl uat.ion &lid laad ..U.C1oatioa to .aka tbe r asioc babit.abla and. tiM 
coat. would be •-aaift, IA eat.arpr1MI ot tb1l aort tba pbyaic~ 
pollibl• and. t.ba • co.-ioall,y protit.able woulcl haft to ba kept. 1ll bal­
ance , It 'IOUJ.4 be like a cit)- a t tba 8outb Pole , D1w111sat1ocl coulcl 
u1Dt.a11l 1t.1 ~t. the ooat would be probib1t1fto 

a - , __ la 

-. '.') 
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bon U t.o t.be -t.nl bordow of~~~ Co11Dtl'7o lrr1pt.1oa 1a­

S&J'1 &Dd UU. reqld.rea eooai.Urabla capU&l t.o bec1D with. lrr1pt.cl -

1r1l.l produce pro4ucta trbich ... t be baDdled expel"\l;f 1t t.be:y v a t.o t1Dd aa 
ouh1~ MrtetJ -.! than cooaa tba 41ft1cul\7 of W&llaport t .> tba Mrkat. 

It then wen a tract. or tnorabl a cU..t.e aod t.erra.1n that would u.._.sat.a 

100,000 people , tranaport al.gbt. be prorldad onr o:et.&ll ad roada t.o tba oout, 

bu~ DO such tract 1e an.llabla . '!'be &real are acat.t.erad, Tbe:y ve local 

al.llrr1al depoeUs , I will s ;>elld DO ....., t1ae 011 t.haa &inca h'oa .,.,.,. et.alld­

po1nt. tbay t aU t.o prortde the nec&IAVT colld1t.10D& tor t.olarablo UYi.Dc. 

n..r. are a ueat IIUQ' local tract& 1n Bt&hi•Dd Coloa'da llbich COIIl.tl 

s u1t.e1n l!llropean lllbabl.t.aat.a 1n ooatort &Dd proeperit.7, The trouble 1a t.bat 

tbo:y va ocat.t.end &Dd eac:h would reqldre a 1paoial. ! i uld s .....,.7 t.o doa\ani&M 

' l ... 

ill capaci t:y And tbe N&la ot tbe · !ac1U t.1oa tba t would be req a1re4 t.o pi'09idlt 

u ouUet tw coloDiet.a. A.a 70u aeo ~ t.btl - p, tbe h11h' • nd areas a•tlehl e 

bet.waD J ,OOO aDd s,ooo r aat. ve -.reiD&l t.o a higbar plat.aau. Tbe h18)>er parte 

or Coloabl.a aro alread7 ocnp1ed aDd DO 41apl ac-t. ot tba rel at.1.al;r 4.­

hi&hland popula t.ioD ia poeeible, 'l'b1a ....,. a SurY&7 ...Ue:y b)' ....Uq aod rac10J1 
b:y re&ioo &Dd 1lill t.alta both t.1.ae aDd mf11187a lD tbe alld, croup~~ ot troa 500 t.o 

s,ooo people would be &II ~at.cl. 'l'bia would all. add ap t.o a .taor ita. -

aiderlng tM t.ot.&l popa.lat.ioll t.o be rellaftd. 

J1 C!ITUL AIIDICA 

1 prolAp of Din• t l# - TMH, Ill'. llcll:rida, - ot tbe Val.nraiti7 

ot C&litornia a t. Loa .&Aplaa , baa J uat. rat.urnad troa a ab 80ntba' !iald lltuq 

or land tan..-. aod laod - 1a Central '-rica. Two of b1a -1at.ea baft 

alao 1tudl.ad tba rapoc rt tb1n tba put :year, 1~ 117 t.el aa;rapbic r&qll&at. tba7 
ha'fe .... ~ aa a 1,000 ~ ·~ ot eolon1aat.1oD ponibillt.1 .. 1n C&nt.nl 

11Mr1ca. Sacret.&r7 Jlorpatbeu 11111 Mild 70U a COPT o! Ut.1a ~· I let\ 

rq on:t;, COPT with h1a lut. Dicht. t.o be ! orwardoad t.o 701l1 t.ocatbolr with a CO'tW"o 

i ng latter troa h1a. 

'!'be _,. adda Qp 1n -...1af t.o tbia1 tbat onl;, ODO CO\IIItl7 baa 

aejor poaaibi.Utiea aod that 11 Coate llica, l should ut.iaat.e a t airl;r s­
aad1at.e capaci\7 for ~,000 paapla aDd poaa1bl:y a capacity tor 100,000 people .• 

The t.ot.&l population of Coate Uca 11 about ,ac,ooo. Tbe ...Uabla l alld 1a 

locat.cl oc tbe wat.ern aod nlat.i.al;r dry oida or tba OorcUUera. 1ll ot tba 

aut.en alopaa of C.Wal ~1e& are bea'f1l¥ •oded aDd tba pla1u oaar the 

cout. are J~e4, 1D nepoue t.o _1..,. raintal.l.. l\ 18 Cllll.7-' 
ot the -taiM or 1a dri.- poct.a\a 1a tbe -\a1na t.bat tM llbit.e race ball 

u tablhbecl it.ealt 011 aa ialpor\&at ..u. 

rr- tile rtndpoln\ ot IIMl•, aarkat.abla proclllot.1oa, truaport, .....,. 

Mt.t.a-.t, aDd •• Uke, Co&\& Uca 1a WR!n.Uad 1a Latin '-rica. 

m.a•m 

1 - lea\ar'a 8iO l'all1e 

._ 1a a l.8rp pln1 r - 1a pra nee ot rapid clnlalos-at. I 
doubt 1t IIJruU .u1 pand.t. larp '1ra ot t-ip coJoeh\a t.o •tar tb1t 

Regraded Uclassified



.. ' 
Preeldeat JnMl1a D. ,IDJ~W ~"-"\~v 

aozoe, ._- peopu .... u ...s ~ pratu.aw are ot Utt.l.e ..u.(r ... 
nbei~ou\aide ot oalt•t::

1
11'uU &lrMq llaa aa m' 1 aeS•a\1lu'p 

Cfii&I'UV or oetr ... !M poll upeo\a ot tAi8 •tU.....t- o.--

••1&1> all ot.Mr -eS.dwaU.. &lid I DMcl 110t trouble 70U with 4at.alll - w 
\beN poUUO&l. upao\8 are alaaNol \1¥1• 

2 - Jloi'U.Ut.nl llru1l 

Ill Y1a of tho upci- ot- at the •'"h\8 1a 471 lu4 

COimViU a t. \be Ja.at.ana aad of the ... UCII -· l\ 1a -'!> lilblU \o -

aider the poael bUit;T that the lr .. •uu Goo& t. 8Rl4 Nltmt a wal- \o 

sllllh ooloaiata wbo _, bal,p BruU 1a nca-u. projacta 1a the natca ot 

c..z.{, 1'anb:7'a &lid l1o a,.,,. .. ~~efta. ftl&a - aan- t.. -=• t 

droucb\ae n 1a h1&b11' procblctift .... lrri&atedo It 1a that pan ot lnaU 

wbioh oawraapoada with 0\8' 4rJ' ... t. Tllla7 ban bonaul ow net 1r1 _. 

OlD' i4au ~ftq M1 ban .... JI'OII'IIIo ftla iidJ ' I I ot .ttJ ' 

hera af.pt be~ 11p 1a the reu....,,l '- tair e1aa II'OIIP Mtt.l=-'a 

cont.rall..S ba&lth colldlUooa, _..,.,.to the-· .. u~ buii4 oa capital 

.~O&l.q • a 2 2 ?' 011 Weal. project& -.. .. cbancw is • ll lalo.a. 

The los l.&Utwle (4 deer-a to 8 dacrea• S) - to be a clrabeali, boll\ ~ 

11 sou ol.nat.1o• a bol'.!_tha - aDd tho capital expaDdit.uHe wollld auate!.l\ los 

I:J'ada labor a...U.bla}:el...m.ra 1a lraeS.l. 

ll BOLI.ru - PUJIIIU 

1 - BoUYS.a 

'lllowe 1e roca tor parbapa ~.000 people &loll£ the -te!.l\ borda' ot 

BoUTia faciD& tho Or• CMoo. Th1e .-!d raqll1.ra a triat field 1\ll'ftTo loa 

t.hat. tha bo"aDdar7 l1u llal bee H \t.lad, dnal.os-&1\t. will procaat rapidqo 

Capital 11 ereatq wanted 1a loUYia. The go.vueot. IJGIUl.d probab!T • l­
sucb a Mt u..at. IIUl.a the recioa 11 ~thi'l tho Wopi.c1, 1\a l.&Ut.'1161 1a 

about. 18 to :!2 deer-a &lid U. al..at1oD,_iNtt1o1cat. to sake 1t tolerable. .. 

doubt there will - be a good ouUot. to t.ha projooted - port OG t.ha Pu.pq 

Riftro '!'be sr-t.r part ot t.ba 0raA Chaco 1a 110\ auited Cct Mt.t.loMot. IIDdw 

pi'IIOJI\ COIIdiUoi\So 1\ 11 either \oo dey or noo4ad ft%'7 .... , a1 1D the -

or t.11o U &DOI ot '•-elao 
2 - ParJICII&I' 

'fbelra en poaai-.u!U11 tct Mtt Js 't. of porllape 250000 people 1a ,_ 

1W17, 1 Mlr1 'IC abaa4 t• ta ,-.. ftla 0111. Wra1 lft'Jil 1a los. tba col ont wW 

wou.l.d ban to 11r1ac their .-J.-. with tbcao Tb11 ~ 11'0'11' Mttl ., 

aDd oi&Uata to the, ... __ Jtl..... n 11- pend.i ... but. lpac41 O&D be t ,... 

let a qwlto u.tW --ia nlaUwq ..U ......... It 1a 110\ a I'ID a a 

area. 

I '*""- CUUI 

'!'ban 11 .q- - 1a CIIUe that. 1a 1Ull oapeblo ol abaarblDI 

~0 U 1a U. ~ fll La rr.tara, Olal;f ~ oo}Mja\1 .. -

ltftolc pll(pieal.q lfla 14 at.'-11\ \1 .tt.le ban. n. V.. ot .ttl ' 1a 

uu that 1a •• , .. a1lll Oll1o 1a pt •• ...,... n. boa aDd .. -u-
llialAW .... t• 9

. , 11 tho~. ,_.. 11-- ot ra1a Wiaellalt 
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Report llo. lo-38 20 NOYellber, 1938 

STRIO!ff! CONriD!N!IAL 

Tilt COIIVl'l\llATI ONB AT CKANOBHA l!lol'l'WEII:N '1!1! 

IIRUISK AMBAIIBADOft AIID CJIIAIIG XAI-lii!U 

1, '!'he reoent talke n t Cll&ngaha on NoYember •th and lith 
between the Br1tieh Aabaeeador and Chiang lai-ahnk wer8 not1_ 
"' had been generallJ ~red 111 the preu, the aedlua tor ""' 
fonaer t o oonYIJ' to the lAtter peaoe ten• t1'0II the J &J)<Illell . 
The ehoe ••1 in taot, quite on the o ther foot. Chiang IC&l-eh ek 
did aoet or ~he tallt1Ag "' h 111dloated in t h .e A1dl J(.,.oln 
ot thetr tlret oonYer .... hon, a Yet'baU• OOJ)J' or whloh 18 appended 
to thia report, 

e. AUhough I had teU that Chiang wae s till adallant on the 
queotlon ot oontlnuln~t ruhtanoe &JI(! !Cnew 111 adYanoe that Slr 
Arohibald1a •i•U -• the reault or an ln•lta U on 'llhloh the Gener-
1\liodao had extended t o h ia durllllf the OOUl'le or their l&lt oeet­
l np, at Rankow l a te 111 Jlll:r, I • J'••lt wn1 led to belleYe bJ' "'' 
peratatent reporte ooming oYer the rad i o n...,. bl'Oadoo.ete ,tuet 
prior t o hie arrt•nl 1\t Changeba tha t he might be the purYe;ror or 
term•. It """ obYioue t hnt lt Jap!\1\ oould not 1\M'f\nge t enu 1\ftel' 
the almoet abrultaneoue onptul'e or H&nltow and CMt on1 thel'l ,..,l'e 
no k&J pointe ol' oentel'e in the field &head or th~ ~he onptul'e ot 
which oould be ueed 11 the!:' to bring pl'I UUI'I on t he Chl.nese ol' 
wh1oh oould be publlohed in Ja])M •• the •t111al Ylot ol'J"' ot the 
...ar. I ..... led t o the turther IUipiolon or poellble J)eftOI etro• to 
b7 the lt.obauadol', ao h lo entOID'ag e a ppl'O&.ohed Challgeha r­
Kun~ine1 b7 etol'8t1Yt h ints fl'Om ay rl'iend , the Oomannding otti oer 
ot ffi 'S Oandp i per• thl\t he had l'IOeiYed Yel'f 1mpol'tant d eapt nohet 
t ol' K. F.. mti oh oontained aaac1nglJ' eaar peaoe pl'Opoeale. I ~ather­
ed thnt otthel' the BriUih Dibaeq in llhanghal or Toln'o ...... ., t orward­
l nr. theee, the general nature or 'IOhioh 111oluded a nlnetr n111e J'l&r 
lease on ~ohoukuo, d~llitarlcation of Chl.lla north of the Yellow 
R1Yer, ~lete withdrawal or Japan••• troops t o the ooaa t (wlth 
certn1n oonditlone) and ~-ent t o negotiate wl th the (u0111llhng 
conditional upon certain oh&ngea in per aonntl and poll oy , 

J. I l ater dlsoueeed these polnte with 811' Al'ohlbald dll'eot • . 
Ke laughed and aald theJ' wel'e What h11 trlend Mr. Tani (the Japan111 
ll l nlo ter at Large 111 Shanl!hal ) had fl'equentlr epoken to hlm abo11l . 
When he bad aeked llr. Tani, ho....,er,. 1t he atl!ht dh oues 1:1te11 tenu 
'11'1 t h the GeneralUilao and pl'eelftt Vt• ae a tol'lll\1 p ropoeal, Ill'. 
Tani had b t l\ten a hastJ' l'ltl'ent, eay1ng thiJ' wel'8 onlr hla OW\ i d taa 
and not otfiol&ll1 approYed. (obYtoatlJ' laoklng t he AniiJ'' • oon­
ourren9t l 

4, The Br1 tlah Alibanador amYl« at OhM« aha on the 
ot NOY•ber :Srd aoooapanled onlJ' bJ' a ;roag prbah 
hll new llilltal'J' Attaohe, Lt. Ool. C, M. 9pea:r. At 1ft'n1i&1<10 l 

ot the C&J)'aln ot 1019 •~~utdplpel"', I -• aaong "'oae 1lho 
llr. Donald ha4 &1'1'1Ye4 that atte,..._ hooto llan 'lll.tl (Rang , 
whel'l the Oenel'tlllut.o -• etaJ'lng, to arrange the • allta . The 
Oenernlle~lao and lladae Chiang oaae u p the • - e nla'ht and went to 
the t>rlYate Yllla or "'' OoYtl'ftOP tilt Runan on the outaklrta ot the 
eur: Chlaftg lai-ahlk had Ju•' l'ltlmted ti'Oa a tt'lp to Wanoltaft« bJ 
O&l' m ere ha had gone tor a allltiU')' oontel'll\.. . (lie A~:~d hl• PArtJ' 

bad noW\ trw Rankow to Reft871111« ""'n "''" IYa-ted on "'e nl~t 
ot OotobG' 24., and he went to llanal-c ooon ath'l"ftt'da. ) Si.l' 
Al'ohlbal.d lll"jJNIIed pleanre at llllftC M 'tlbeft he &l'l'l'fWCl Mit 
1-edlatelt lnqalre4 ln llr, Danal.d11 )ll'ltlft" lt we •lllltlt haYI a 
obat while he -• there. Jho, Donald had GJ'I'&ftlred tor lila to lWioh 
with 1:ht Otn-l1Ul110 Oft "'' tollowlfta dAJ1 JOY-bel' tth, NUl 
t o haYt lth tlret klk wUh the Oenerallld•o in the ooane ot the 
atternoon; llir AJ'Ghl""ld thel'lllpon wg11ted that I -• •• dAJ' 
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5 . I 11et llr. Donald t he next 110mlnlf >1\lle ho 101\8 watUns 

to eocor t the Allb~te sador to lunoh, He dll wooed 1n gener.l the 

r..tlure or t he BrUhh to l1Ye u p to thllr -1 t aenh •• a 

11.,.ber of the ~e ot NaUone and help Olllnat 111etr ell-

oYer the oaptllre ot Canton and the portenh ot that aoUon •• 

Hoftl'.1<ona: and uul'ted tha t U ,.., ldle t o ol'l Uohe 'he Ch!Jiue 

ae t iioda or tlllt!Ung the ..ar. He eald they wno. dotns 1t thell' 

own wnJ be OI!Uie theJ are Chlnue, but thll' -.bat Dlgland and the 

u . s .A. hid t o deo1de was ..ttether they wiehed to eee Chl:nA lfO under 

and w1 th that IYent loee thell' preatlge and potenUI\l trade 111 

Chinn1 
_or preeerYe the .. by helping China now, Re wae oon'fino­

thot 1r Great 81'1ta1n did nothing about Canton her ellent ac­

quieaence would hoYe ul'loue repei'CI\IIdone on f.er prestige ele._ 

where, eepeoially 111 India, 

6, I eaw Sir Archi bald the f ollowing noon , NOYeaber 5th, 

Juet betore lunch, but any opportunlty to apeak w1 t h hi m pr1Ynttlr 

nbou t hla t alk t he dAJ betore """ t oreatA.lled by t he entry ot Lt, 

Col. Spea r and the hoet. He thereto re only remftl'ked l n a eneral 

about what hod tranepired eaJing t lll\t Chlang h i-lhelt had aeked 

hlm some Ylll'J embarrnutnc queatlona a e t o whAt London wne Aolng 

t o llo nbout CAnton. Alr l'ftlcl 1\ll\l'!la prevented oe tl'Oa oeelng llr, 

Donnld t h i e date, th• t orel gn raaldenoee being on M leland 1n 

the rlYer nnd the Chinese eol dlera along the bl\nka h•.Ying the die ­

nr;r• • nble hob i t or tl\kin!J pot ohotn lit nnything whlch l!IOYid during 

nn n l r al~. (It one oould hAYe been eure t hey wer e &lalng 'nt hta, . 

lt would no t hi\Ye M ttered, but t he danger l a J 1n t he a trl\f ehote . ) 

7, I me t llr, Donald the tollowlnp; 11omlng, "ov101ber 6th, b J 

eroedng the riYer bet ore brel\kt a et t o beat the al&NI. He ..._ 

mAr ked, howeYer, t hAt my lnabllitJ to oroee on the p reYloue daJ 

had not mnt terftd ae he had been buay all momlng writing the Alde 

Ve~olre or t he OOftYeraatl onl between the Allbeeeador and the Oenersl­

lae~o ot the d&J bet ore , He &eked it I had oeen the Aabaeaador 

and it he had told me about hie t&lk, When 1 replied that t he Aa­

baeoador had mentioned t he genornl t one or hle tsllt , but hAd been 

preoluded by other flUUtl tl'Da dioouellng U, Kr, Donald dilated 

a b lt on the tac t thnt the n.otneral UI1100 had bluntly neked London 

what thor were ao tng to do, llr, Donsld d lloaureed ngaln on the 

poealble reeulte t o Br1 tllh tl'1\de Md 1ntluence 11 t hey t&11ed to 

act nnd then nc\Ylsed 11e to see Sir Arch i bal d agsln and 1\ocertaln 

1t he would lflve ae the t ull detdla or t he Aide ll.,.oire. Me 

ehnrftot er i zed lt na n •err l aportnnt doouaent which he telt "~.~~~[~o~ 

lhould also eee, but ea1d he d l c\ not teal tree to re•eftl 1t w 

pe~laoion n1 1111 Aabnensdor woul~ n ntul'llllJ reeent MJ ouoh l i berty 

1t he were a1a11nrly pl.&oed. I lntorald hlll thnt 1 no t o han 

l un oh t hl\ t noon wU h the Allbl\eeador nnd 1\'0Uld endea• o r t o obtai n a 

chn t wlth hla lnter when I t elt renoonablJ ~ll'ft he would r,rnnt the 

necee nnry peraieelon, 

8 , l!r , Donald then intoraed 8 1 thnt it t he dMIOCr&el .. tail 

Chin" a t thie time, lhe obviouely would hftYe to turn eleeWhere and 

that the quutton or her poU oy t or t he ooaing fl"r would be the 

ehter po1nt on tho agenda a t tha tol'thooat..nc aeeUng or the Central 

r::xeouttn o,.,..tthe ot the ~ucalntan~t >1\lc:tl -14 take plaoe 111 

Chwlglttng earlJ 1n Deo•ber, I lnefllred 1t there .... re 11111 ohanoe 

ot " turn to11'11l'CI 'llu l81& and o.eked it dul'lng tha 1nterY• ntnr: pel'lod 

litter we had lett liRI\kow nt the beg l nnlng ot Auguet untll our re-

tum Juet betor" •.!1• t all ot t he oltJ the lluulane h&d preeented 

any quid 1'1'0 G• o to t:he O.nel"&lJ.edaO 1n return t or tncreaeld aid 

troa thea . (Both llr, Donald and lladaae Ch.lang had repeatedly denled 

to ae ln the P"lt that t h h had eYer ceoul'l'ed, eaytng 'hat)Ohlna 

had paid t or all ot t:he help ehe lul4 reool..- ti'Oa lloeoow. lie 

repUed that the Rllu1MI now had eoaeth1118 oYer one tnm4r14 pt.•• 

at Lanchow and tha' the)' had approad'led the o.n-llut.o lhortl7 

betcre the dlellloa •• •de to leAYe llllnltow 111111 the propoeal that 
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- 3-

tho r would 11Alte not onlr thoae , but ae uny more available to h!JII 
it he would agrH t o oonUnue ruhtanoe against Jap1111, Chiang had 
anorted and replied t hat he inten4ed t o oontlnue realatanoe whether 

the)' helped or not . ( n auaa perUftent t o re.&J'!t here ae t haYe 
atnted preY1oualr, t h"t Ch.lang Ka1-Niek baa been oonete tent ti'OII 
the ver7 bert1nn1n(l ln t h l s reo;>eot M d 1n h h polloy t o O&l'l')' 011 t he 
~r to a f l n lah. Me hl\a taken t he polftt ot Ylew that hls ~uae le 
• Juat one and thnt eiat er d eaooraclea could ftot fall UltlaAtely to 

...,.,, t o Chilli\ 'a a .. lstanoe . Re haa apurned all IIUfmaatlona or help 

wi t h conditione a t tached - v l zl the Brltleh auggeetl on laat Spring 

th~t he remoYe Dr. Kung.) 

9 , ur. Donald then s tated that 1t Ch1M turned awar troa the 
d aaoo,...cl ea ho thought lt would be t owftl'd Oeraanr and the totall­
tl\rl nn at& tea: that the)' had alre&d)' g l Yen tar 110re D&t erlal a ld 
to Ohlnn through t heir barter agre .. ent and ailltary adY1aora thai\ 

nnr other oountJT and that Ute bl\rter ayat• not only had fll'e&t 
potentl &l i tr 1n the poat-W&r reoonatruo,lon ot Chlfta, oapoolallY 
llnoe Ch.tna would haYe no aoney but that the GelNl\1\a had preYed 
th.,.aelYea peouUarly aei"J)t at dotna bualnaaa wi1h the Ch.lneae . 
I l nqu lred how this oould b e r eoonol led with Ute Berlln-'okro agree­
ment nnd where Ch ln& would a tand Y1e-a-Yle Japan l n auoh an eYent. 
He then reYanled o ne of t h o moot l~~portMt polntl ln the Alela ll!l•o11'11, 

nl\llelr , thnt t he Genoral1ad110 had al-ya known and now h&d eapeolally 
.-oo I 1'111\eon t o beliltYe that h e ooulel get very eaoy peaoo tema ,,.,. 

Jap-"J\ anytl•e ha would acre• t o t ho exolualon or t he Bl'l tltb r.­
Chlna. Ma a&lel he h ac! alread)' adrtaed Chi ang, howaYer, that 1t U 
cn~u to that polnt, h'll should ml\lto tenu throllf!h Berlin t'llthel' thai\ 
dlreotlr with JapM , Ke re i tal'Rted h l e b el ier t hat n Oerman-Japanaae 

economi c Rlll&nce would hnYe n genuine ohAnoe ot suooeaa l n deYeloP­
ing Ch in& lt!hr the will'. ( t had nlready d laCIUaaed wit h Hr. Rogera 
in Koll(lltOn;>: aOIOetlae "1!0 the poedbllltlea or .., extonel on of the 
German bnr ter ara t .... on A gl'&lld acnle t o Chinn, but r~ the point 
or view of wa&n1ng Oemany a-:r t !'OOI J apM nnd erteotlng eome l< lnd 
or un der atMdlng wl th !)!gland,_ rranoe &nd e thel' atates. Ke hnd ex­
preaoed aerioua concern over ~• potefttlallty of thla weapon ot 
K1t1er1 a , eaylll(l t hAt he wRa lnUI'If\tely aoqu&lnted wi1:h Dl'. !loh&ct 
an1 reopeoted hie ab l llty . It la a queetlon worth)' of o er1oua thought, 

part1cularlr it lt inoluelea Japan and oxolu&ea the rest ot ue. 

10 . I then went to lunch w1 th the lll'itleh Aolb&U&dol' and 
1m.,..dlat el.7 nttel'W&l'd naked 1t I alght hRYe a word alone. Me randlly 

"'"entad and t ook • e t o h i o b edroom whe1'11 he walked up an d dolll\ and 

talked tfi thou t l'08 tl'Alnt illor OYer lUI hour, 1 raool'ded the follOWing 

me,.,rnndum or t hle o ni\Yereatloft l•edlntelr atterw&J'd r-

11. I Ol)enoel t he oonYerentlon b7 reoalllng to hlm Tlhnt he hac! 

tole! ne the """ b efo1'11 ot Chiang ICal-Niek hartng r aced hla with the 
t n1t 1\Cooapli or Can ton; aentloned a oonYeront 1on t h&d had with 

Roll era over the poaalbil1 ty of weMing Oe~y •-Y troa Jap1111 1n 

SOlie OOI't of Joint 0001\01110 agre•ent wi'h OthOI' nfltlOna; Of the 
l at ent poaelbllitlee l n the barter ayot .. l ot the ballet held b7 
Donald and Captain St ennea that Gar.any m ght a ae1a t Japan ln Chtna 

br thla •oana; nnd inquired what he thought o r lbo poaalbllltr ot 
Chlna turn ing any tl'OII the d•ool'llolu ooaplehl1 aftd N aohiag an 
u ndara tandln« w1 th U.e te\a1l\ari- e\atee. 

12 . Blr Al'ohlbalel aald Uta t he too had be"" gl Ylng aerloua 
t hollf!M to Ulla quaeUon. He aald he had Juat b een engaged all 
nornlng 1n p~l'lng a Cl~t •e•H«< to London. Me eatd that 1n 

hia oonnnaUon the da7 p.-..10111 with Clllang 1&1-llhek, he had 
naked Ch.lang tNnkly tor a autner~t ot hla • 11Uary poalttoa and 

hla pQaalblllUaa toP oonUnulllf! realetanoe, \elllft8 Cht.ns U •• 
11110h ao1'11 dealNble to gat u tro• h1JI direct than to haYe to guen 
at lt , The O.ftel'aliaalao pepl ied that he now ba4 alxtr dlrtalone 
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north or tho rlver, a1 xty south ther.or and a llke nuaber 1n r eaerve 

(The Az>bauadOI' a eked .. ..,at atl'engtb th11a would represent and • 

au11 ad eurpri .. d when I told h1a that ther a Yer&ged tlYe to el(ltlt 

thouaMd etteoUYea b aton goJ.ns into the llne Md the tlguree gtnn 

undoubtedlr inoluded aanr unite whloh br now were aar e akeletona. ) 

Clhtang hAd atated that ~au would eoon be l'eorganhed tor aot1ve 

I)Uorrllla wartara NOd thAt hie pollor would b e t o p JOesent to the 

J~prun eea a oonatant thre11t ot atta~ Whi l e continuing genel'fll reeiat­

anoe, alwara gt• ing war where neoee• &l'f t o 11Yo i4 t oo eavere loeeee 

nnd ultimately to ct\ooee hla own ground t or battle. '!'he Gttnerallulao 

bail a&14 . he had auppl1ea t o!' aore thfln " real' ret &t the ' present 

ets te or wnota{le 1 an d expected t o oontlnue hla pt'Oifl'aa ot realltanoe 

un&bR ted. 

13. '!'he Allbl\ls&do!' Uld thl\t ChlM!l had spoken wt t h f!I"8St 

tr..nl<neao Ill¥! Of!.th oonalde!'able agUatlo n on hie poaltlon rte-a-Yh 

Clrent lll'lta ln. He a tatttd that he had held Chlna toset hel' 1111 these 

months on the plen th!l t Aid would be tOJ'thooalng eYentu,.llr t'l'OII 

th• II tlllOCI'l\tlc ccuntrles , notablf 0!'01nt B!'Uain, 11114 bluntlr aalt e4 

to!' " oho...Sown Md a al11J)le •y.. Ol' 1 No1 an the qu .. tlon. Ke put 

1 t up to the Allbl\eiiAdo!' thAt lf China wel'e not golng t o obt Ai n A.\d 

tr0!1 Grent lli'U I\ln and ~~ u. s.A tlhe obYloualr would be tnoed with 

turn1nr; eleewhe!'e and flaked Ollll'tt• let"'' 'lbat he 'OOUld 4o 1t he wa!'e 

oitlllnrlr placed. 'l'he Ambusncto!' tol d •• he obrtouelr h11d t o "61'ee . 

· 14. Blr Arohlbald 81\ld he had then asked Wl\dlllle Chi ang, who 

~• trnnolatl nR, 1r the Oener l\lieelao would not oome out tr&nklr 

Of!. t h "hi\ t "M 1n hla henrt. 111\dame ChiMP; inquired 1r he renllr 

wsnted the truth and the Allbaesador replied that they would be mu ob 

better ott t o haTe 1t out t hon 1\nd thel'a. Chiang lta1- ehelt bee>•• 

rt e1blr exalted at the queeti on nnd aald that Great Rl'itain a i Rht 

"" nell underst Md thn t thar were at the J)&J'tlng or the •7•· It 

Gront Britain chon t o help Chln&, ohe would heYe Chinn t orenr: 

U' aha reJected thla tlnal an penl then Clhlna would tum completelr 

ll""Y tro.~ Great Britain lllld neYer heTe antthlng aore to 4o with 

her; tlu\t he hlouelt 'IIOUld neYel' conault Olllrlt lterr on n olngle 

queotion. 'l'he Oenerftl1ee1ao 1\dded thflt the Chinese hi\Ye long . 

"'e-.oriu M d th&t 1r Grent Brl taln r oJOaook China o.t thia tl1oei ther 

>~Culd never t ot>Ret lt Md 'IIOUld llfllte th• P"r tor 1t ul tlMte r. 

15. '!'he Amb,.aotldor &1114 th&t the problem waa a Yel'f aerloua 

on~ &n4 tlu\t he wna Rt a loaa &e t o how beat t o cope wtth it~ Re 

reoo.lled to 1:1e h ia prertoua .rtorta &t obtainlnr. a loM tor <inlna 

to 11\lppOrt the ourrenor and aaid he had l!l>tten hla J'ol'lli!J' otttoa 

ooaphtely wt th hla on the qu .. Uon.t._but had bean Ul\l\ble to f!et the 

'\'reaaurJ' Where he had been b1.oolted "T 1111' .John SlJICift. Re reaarke4 

thnt I no doubt knew the latter'• attitude t o ward .Jap&n. He add 

tha t Sl r John l l'l'ed in abeolute teruo ot Jflptlft and W\8 oonet&ntlr 

encourll(;ed in thia br h ll coll.eague ln Toltro (Sir Robart Crlll .g h ) 

obo conltMtlJ' aent h011e deapatehu llbout the power ot JapM. till' 

Archibald eald that he and Orlll gie dittered abeolutelr o n ~~ 

qu eatlon ot the etteot ot the pl'eaent W&JO upon Jt~pnftl that he felt 

the wnr wna n treaendoua strain on Jt~p•.n which aoonel' or later I'IUat 

p roctuce a gener..l b1'8alc4own (he a11ld ha t el t tbla 11l(ltlt o""e wlth• 

ln Mot her oix t o e lgt\t aontha t111e ) while 01'1\lgte kept lnelet-

l ng that JJOI)an wao l n no aucb danger and had not rat r elt the atraln 

ot the war to 1111r extent. Cl&J1< Kerr a&id that be thought our rep. 

reaentativea l n Japan ll~ed too c1oletel'e4 an exl etenoa t o know the 

tl'\le etate or att · ll'• thel'e, 

16. lllr Aroh.lbald reoofll'tted th!lt the l<WI lnYOl.Yed waa a 

relatlvel r ...... 11 liAOunt 1111d tha t he waa now en«&«ed ln C\J'attlng a 

ctupatch to trr and re-optn the qu .. u on. Ke aald that OhlMg 

lt,.i - ahelt bad aantloned ~ taot thAt lt Ch'e~~t lh'ltaln omald onlf 

glYe hla a011eth1ng tang i ble t o ltlow the OOWI\!'f .,.. ae a 10811 to 

auppart the oul'!'enOJ he oould .. uery ~... Olall'lt !ten •• not 

l&nfl\llne aa to the proepeota ot a 1o1111, hoftYer . Re r ... fll'tted ~at 

T • V • Soong had told h l a du ring a I'H.,t OOIIYeJ' .. tiCift ln HCifti!I<OIIfr 
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th11t Chlrlll ..,.. end eaYoring to eat&bl1ah a atabllbation t'lul4 

or oi x ~ illlon poundo etarllng to Whloh tho Chlnooe banko 

,..oul6 contribute halt M 4 hl\d alked it tho lll'lUe banko would 

cont ribute the balMoo. (Rocero oonoelYod thl• l ei" l n Kollf!l<ong 1n 

Beptenber llhlla I - • there. ) The Jlabaooador oald th11t he h.nd 

r ir•t apJ>I:'OIIohad t he Honffkong and Shanghai B&nkl ng Corporat i on 

-.ho 'l'hlle t nYOI:'Bbl.:r inc11ned , ht\4 l:'ltuald b OOI\UII there wao no 

nmpi e oeoul'l t:r t o r their depoaltore and bondholder•. If" hAd then 

ro t erred the llltlt ter to the llanlt of ~land f i'OOI whon he hnd not 

y~~ ··ot hn an anawer. Re r"""J'Itad t hat ho h.nd qulte u nder atoo4 

the Hong!<ong and ShMf!ha.l Bank' o poe!Uon but t bl\t t he 9Ml< ot 

")tglnn~ oould arror d t o be aent l.llent&l. M! talto a chance ooo,..l onall:r 

t\s the:r hnd dono in Auotr1a l n 19?.2 whore t he:r had gott., away wUh 

lt, He ota ted tha t h o had J>I:'Opoeod t he orlglnal loan to China AI 

the r 1ret at ep or n lo~~-Yiew policy wi th the eooond s tep to bo 

taken next :rur lt the o1tuntlon ware atlll fllYol'ftble : that it 1t 

proved oth8J'?ill it would alwaye be poeolb l e t o otep &aide and tha t 

the loAD ltealt would Alwaye be nmpl:r Juotitled a1 an i nYeotment 

1n cooo-w1 u. 
17 . "'he Anll>Moador th8n .t old oe th• following 1n etriot oon­

rtd enoe. H8 a.o.ld thAt laot JUly -.h1le he """ haYing c'liM er one night 

w1 th the Chiang Ka1-oheko along 'llit h Hall Patch and oth.,r o ot h1o 

'liae i on , Uad&n8 asked h1a t o otep outeldo and tJ)flalt to t ho Genel:'ftllto~ 

'tlone r or a minute , She wamod h l 11 to llaten cllt'etully to wh11t tho 

Oene""l1""lco eald no he had rehe lli'Sed 1 t and th,.t l!l:le had n aYII' 

l>8r ore known him t o olllt e woh a ot llt•ent t o A t orolgn.,r . 

1.q . Ch~ing Kat- ehek h~d co~enood ( a peftklng i n ehor t aen­

t enoeo1 whereAe he usul\117 h lvtrd to tnterproet b80aua e or hie 

length 1 l)y o11)1.ng t hat he hnd known IIYerAl Bl'l tll!l:l AJolbAielldora . 

He spoke well or LaMp"""• whcm he had Ukod. CAd-s-n he hAd Al ao 

l iked nl though he t ountl hill le•o oJ<1Pnthe U c ~nd lalllr:lng 1n 

imRr,iM tlon, r:nstohbull- lfllg u eon he had not cared t or 10 .. oh. 

out he 1 Clark ~err, the Oenel"'llaolmo had f ound b )' f Ar th" mo•' 

undero;nnd1n(l or the ~11. Ch1Mg 181-lhek t herefore deelred to 

kn<l" tr Olru'k Xorr would be wlllinrt 8t ti11eo t o put aelde h1 o 

oft1c1nl rMk and 1\dYhe h i • on a&ttePs "" he a l&ht request . 

ClArk K-,rr •"1<1 he htmtelt uttered a lot or c'leproolltory llputter­

l nr, ~urine thia ettu81Y8 ou tburot by th" OenoN11o a1Joo and AISUI'Id 

h1" he .-ould be mo•t g lac'l t o ooaply with the request, Ac ther 

""lke~ out ll~dMe Chl l\llg Agllln l!liJ'I'"""od upon h im how nbeolutely 

unl <ll'" nnc'l unusual thh &otion had b een on the J>llrt o t her huebnn4 . 

19 . A f111 d 1170 lnter the Oflneraliod mo inYlted him to onll 

nn~ , r•f•rrl ftff t o th l e tnold•nt e&l d he would llke t o eftke hio 

f1r ot r eques t , He thereupon 11.1~1d Olork Xerr it the lntter thought 

the Chlneoe Oovsl'ftllent neodod r eoJ'fiMhlng Nld , lt ·~ . "hAt wou~d 

he sugp;eat. 'l'be Alobaooa4or tald he tumed to lladlule un&nng nnd 

nak ed 1t he really could r eply frankly. She ursed h i • to do so • 

He th11n told Cht11ng Kfti-ehek tha t h • tbousttt reo11JMlz8Uon very 

ser1ouely nfled ed. Ke 81\ld tr he Wftre Chlanc KAi-thek h la ttrot 

nove rould be to Mll a l l ••ber a ot the talll.ly to Hl\1\Jt.,.., , in­

cluded llladlule Bun Yl\t -aen, nnd to bl'lng the Young IIArthAl out or 

retlret~ent. Re would \ben 11n,_ tb• up and proe.,t a eolld f ront 

to the J&pMeee ( 1hAYO all or thea t•e..k their no .. • a t . tile 

Jap~neee', ao he e~reeeed i t). He e&l d he thought th1e woul d 

hnYe 1\ di:'ABtlo ronlt ln Jllpan, lfo reoo•ended t h&t Dr. Kling b e 

re tflinod ae l'r,.ldent ot tho beoUUYo '1\lan (.,...aPltlng ulde \o 

"'e thAt he dld "'le \ o .. ,.. XllftC' • taoe , but plaoed hla •- he 

could do no harll). lfo nggu'od t hl\\ Wa4&8e !lun be 11&41 Mln1ttor 

ot Cooporat1Yee or oo .. thln« a1111lar ( telling •e he purpooel7 

1nolu4oe1 her t o take OIU'I ot tho a-lot •l••tl and otl'On8'17 

r eM,.on4ed M...S.o Ob11116 u llinloter ot hl"'lgn Attalre. (Altboqb 
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th• rorec otnc aounde oem1-Jooular, he rela ted _lt in all 

serlouen8aa.) 

~. Ke then went on to rtoommen d to the GeneralisniNO 

th!\t he reorgMhe the ent1re OoYem~~ent along the llne8 ot the 

cemberehlp ot tho People's Polltloal Convention (Which he ea id he 

thought had been very well ohoeen) &nd th~t he pointed ou t to 

Chlnng Kn1ehek t he need t or placlng '"" accol'dlng to ab i U ty and 

qun11t1c~t1on r nt her thM giving ~11 ot the plumn t o former ooa­

radea a nd ol d oroniee. The AabAeaftdor said h l 8 augr.eotione met 

'"' th n chilly response and obvtouoly d1 ~ n ot 11eet w1 th the ap.. 

oroml ot the Clene rnl18el •o -.ho remar ked thAt it I'Adqe Bun OIUfte 

to Knnkow sh~ •ould only be n aouthpleoe t or the C011aunhte . '!'be 

/~bnorndor an1d he had tal ked W'ith V&dlllfte Dun in Rongkong; that 

he liked her beet ot t ho 'lfhole tully; nnd t hAt she had expreued 

her ealre t o go to Rllllltow it t he Oenerall t oboo would only lnYltt 

her. 

"1. 'nle Ambn uaelor promloed t o 8how me thfl deepjltoh he WA8 

drlltt•'lr to the r oreign otttoe conoern1ng the Al de He111o1re and 

r 1R<\1ly """entec! t o • Y r~~queet t o be pe~ltted to reAd t he Alde 

'' e;,oire . Rh oopy ""• nt the aoeent ou t on the r,unbont. He 

~•ked a~ to raturn in ~ dAy or t wo to eee the deopl\t ch, remark ing 

thnt he ac~ll\lly hnd no buaineoe doi n g thio. He oni d h~ hAd re­

cently propose<\ thnt t he nrttish, rrenoh and u . B. GoYern~ento 

should ~ke ae~ate but &8 nearly i denticni ae po8aible deolnrn­

t1on• Rfti~ing t heir nupport ot China. The Frenoh, he otnt ed, 

1:~ ·· 1nd1onted t ha tr w11Ungneea to do eel but the uroponl wne 

rrorned on nnd k illed b y the u . s .A. He nqulred who our pre .. nt 

eounaellor ot F.mbRa oy ln London wao and eald he understood t h le 

orticer had been inetrunental 1n it. The Aabaeoador t e~ed the 

Attitude ot hie own goYe~aent toward the recent ol tuation • oon­

te,.ptlble•. Ke eni d he WI• eretood the gen~l'ftl U ml t l\tlona which 

res trained t he u . n , A. trcn takl nc dtreot notion , but inquired it 

I knew ¥hether t h i e wer e further oonetrlo ttd or &gKravated by 

nny particular ind ividuale in Washington. I dented any ouoh 

kno.,ledf!e . 'Phe Alllbaaeac!or and h i e pam bed dinner with the 

GenernUeol mo t hnt e l\me eveninl{, b\lt Be the party Wl\8 fairly 

1111'81 1 nothtll{t turthe r tl'Niopired. 

2~. The t ollo•ing morning , November 7th, I met Nr . Donald 

" " he r~~a ROi .ng t or a talk W'1 th t he Allbau nelor. When I told hllo 

I hnd reoe1Yed parniedon t o ue the Ald e tlenolre, he pUlled h 18 

copy out ot hie pooket and loaned it t o me ~11• he went t o k~ep 

his eng&g..,4\t, Ke liJttW'ilt OOOYeyed t o ae an inY1t&tlon t..,. 

!'Adame Oh1ang t o oome to lunch the following day. I retumed t o 

• Y qu&rtere nt onoa and -d• the att&ohed copy ot the Aida 11 ... o1re . 

2:5 . Lunah the nut day wae a almple tMllY 1\tf~ir atn"''ed on 

a c • rd t..ble nth onlr J£r. Donelll ln ndlll Uon to the Ch1ango . 

lla~11me Chiang told me before l\Dioh #~at t h e OeneralladNO had 

been told thl\t I -• &Oqua1nted with -.hAt he had aald to the 

llrt ttoh Aoib11oaador . The a.nerallullllo appeA!'td locltlng quite 

treoh Md -.o..tng no dgnn ot #le atl'fl1n he hnd exhibited din-ing 

the l nthr dayo at Hanl<ow. I haYe eeen h i ll IIUIISI'OUI U•u 1n the 

pao t so there were no t omllliUao between U8. 

%4 . I let him open the oonYeroation and he 8t&rted by n ak lng 

•• whell the new U, s . b&Uleohlpa would be o Ol:lpltttd and lt they 

would be larger and -.ore nu•-• than tholt being built bJ Japt'ft. 

He appeiU'ed aUghUy aurprhtd and diaappolnted Whtll I told hill 

they probably would not be launched unUl 1942 or 194:5. ( I had 

to f!\1 118 a t th1a ao I haYe been out ott tii'OIO the n••• a good deal 
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recentlY, but did not WMt t o 81•• h1• MY enooUPft«•""t on th~l 
8 0 0 ,.. , 1 I t ol d hi• I d.ld not know what Japan 11 bulldlng progNIII 
1a bu t thAt I doUbted lt they oould. al'ford t o 0011pete wl\h u1, 
lie' then s ilted. how wah longer Prelldent RooteYtl t had to ••"• 
Md oeemed to bl'igMen olltn I told h l 11 two reare. He alike<!. lf 
the President could be ~tleoted. and nodded. plea~antlJ when I 
told h l m t here wa1 no legal b i\J' t o \hie. He lnqulred it I tholllfht 
publlc oplnlon agalnet Jap1111 .,., growing ln Ute U. B.A. and nodded. 
undero tMdlngly ollen I told hl11 that I tho\ll!tlt 1t wu, but added. 
th a t lta denlo,.ent .,., gra<!Ual and that the Allwlo&n pubUo 
nAturnllJ were 110r e lntll'lated l n thelr o"" al'f&lre and 'tN1't pl"lMr ­
ll:r desirous or peaoe. 

211. I then repeated. b1'1eny 'llh11t Clarlt l:err had told •• ot 
t he Genel'ftlUalllo ' • roill ta1'7 progrtu:~ Md illquired. 1t thll ,.,.. 
eaoentl&ll:r correct. He ~~greed except t o a~~en4 the J>A1't shout 
dxt:r diYielono north of the rlYer snd alxtr liON touth thereof. 
tie 011i d thAt ITIIO r oUf!tll :r t h o preeent dhtrlbut1on, but tha t he pro­
pooed t o us e sixty e11et or the t wo rftilWIIY l lntl, s lxty t o t he 
weot t hereof and the b&lnnoe in Nee"• undel" rtorgMlz&tion. He 
expl a ined t hAt 11 great IIINIJ or these dlrtllont had bean ln t he 
t hld tor eeYeral mont ho and tha t some wtre now re4u ced t o the 
etren&th or only one oo.-pan y. These had t o be pulled nu t f or rest 
M d r eo"'"""'haUoll olli le o there hsd t o be 1n'OUfll\t up. Gt her 12lan 
tho toentlon of the rllllwny l lnea, ha did not 111nUon a front a1 auoh, 
but a • r e l y nsoerted tha t h e intended t o keep the J a pRneae under tbe 
oonotl\llt thMa t o f atta CIIt i n all areas. He apol<e ot the guerril la 
tact ioe ..tll ch hl\d been oarrled out all of thtle 110ntha and ellld t h e 
Ghlneet woul d depend 011 theee rather t h nn t&orifloe t heir otrength 
l n t rylng to hold t\117 pArticular point. He a ppeared t o 111 to be 
very contldent ln this r u peot and I bellen he 11 l 11bued wlth the 
ex.,erl M'Ioe he had 1n t1ght1ng the OOIIliWillh t or yeare . 

26 . I had expeottd t he GenernlluiiiO to a ek 11e quu t1on1 abou t 
rilnt • e were go lng to do t o hel p h ill and tthan he f a i led t o do eo, 
I r ef e rred to what he lv\d e llld to t'tw Britlllh AllbaiO&dor and ln­
oulre~ lt t wer e t o lnt er t hat t h l e appl ltd wit h equ&l t oroe t o the 
u . 1 . A. He na called. a10117 troa the tsble JUit a1 I tlnllhed. puttlns 
the ques tion, but AI he roee t o l eaYe he replled that he thought that 
hlld hat t e r wlllt until he oould dieouse 1t dlreoUy wl th ay Allba eoador . 

~7 . I walked t or 1111 hour after l unch ln the g~~rden rtth tfad&llt 
Ch l nnr nnd llr. Donnl.d . I 111l<td 1!1\dar:!e Ch iang t or an explanation 
ot t he CM ton 4eb llolo tthloh would explllln or refute the aeeumptlon 
ot th e t~en er&l public th11t theft hl\d been a •aell-out'. She dented 
Vl f!orously thAt there had b een anr b1'1be1'J . llhe referred 11e to th1 
Go ner llllea lllo'e pUblio a tate•ftnt or Ootober ~th an d added that 
Yu Han-•ou had failed t o -.kt the proper d llpolltlon or hll tro~ 
bt CI\U ie hll atatt ottloel'll a nd tniop l eit.dere wtre inferior. !lilt 
• entloned t hat a atat_, 1n regard t o thll h l\d bttn lnoluded. 1n 
12le Genel'ftllulllo'• publlo announc•ent1 but lfr . Donald lnttrNpted 
to 111y that •we• ( pre-bly h e and Hol Unl[ton tong) had out out 
t hnt part . She V\111 'IFeftt o n t o el\7 th"t th la pl ua the t&ot that 
t he Britlth had tailed t o intePYene had pJ'Od.Uo~ the P1'1••t 
11 tuatl•, boo1 addt4 that tht7 ,.... now tlllf\Ung to reooYer 1ht 
lot t ground and eald tha Generallls b o had had a telegrM .)uet t he 
pr nloue n1111ng that lluthul had be., re-captured.. llhe denlld that 
the J IIPilfttat bat\ • ada M)' progre11 along the rall-Y north or Canton. 
llhe etated that the G""erallulllo ""' reoeiYlng hundred.• ot teltgrlllll 
t ro111 onrae .. Chlnue d•.,dlng that 01\lna oontli'Ait to Nellt Japan 
and calllng tor the punilhllen' o f 'b Han- and 1111 !eb--o'-· llllt 
dld not, how"'er, .,large on the latter point . 
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?.n . I asked point-blank how the O.nerd1nl.ao oould ndopt 

the 1\l temn t1Ye be had .. ntl oned to the 81'1 U eh Alobaut\dol' or 

MAking eMJ toNe wUh Jt~p&n 1t he would cooopl ehl7 renounce t he 

Br1t1ah. I po1.nted t o U\e w\deop...,..., feeling 1\fltllnot Jt\pM an4 

the r act t lu\t the Japt\ne" &1'117 extoh ne a llh7e1ca1 enea7 and 

inYnder . rlhe d i d not bllnlt an •JW, but r eplled 81-pl7 tht\t ehe 
thought the people would do whntenr the Gtftel'&lhelao tol d tbe• 

..,., bes t when U\e t1•e CMe , I then r-ete~ t o the 1924-11130 eN 

•hen the Mtl-toreign teellng -• eo high; oontNeted it 11U:h 

recent months when the people had b een eo f1'1 endl7 t o foreigner•; 

and Mked 11 ott1cide would tllke the lead 1n tlll'nlng U\e people 

agl'\l.nat Orast BrUain in order t o ~e poul ble a peace treAt7 w1 th 

JAP'-"'• I sdded thr.t the ool!pa l'l eon ot the two pel'lodl hAd led a e 

t o beli eve thRt publi c opinion 1n China could be 1nfluenoed Yel'J 

eaail7 by otr1o1ale . She dodged the queetlon by aa7ing ~t ehe 

1\nd the Oener aUeoi Do hnd worked ve.l'J hard t or a long tlne • o b l'lng 

1\boUt n tr1endl7 reeling toward rorel~ers. I neked ar,ain Rbout 

the queetlono wh \ ch hRd b een preoented to the BJ'ltleh Aabsuador 

1\nd lnquired 1t the:r dld not appl7 w1 th equal f orce t o the u. !I ,A, 

She r e1ter&ted t hnt nn7 aot unl etntement on the queetlon lhould 

awAit a aeeting between lhe O.nerallulao and • 7 Alobaeaador, but 

aald t hn t we 1alght well ooneld~r the queatlona aeked Oreat Brltaln 

na the hnndwrltlng on the wall ' , 

29 . I anw the Brl tleh Allbuudor np;Ain that Afternoon t or 

Mother long talk, He U ked l t I had eeen the Aide ll fliiOtre. llhen 

I told h i~ I hAd, he etnted he had rad l oed all of it t o London ex­

cept the r •tarence t o Hninan Island whloh h f' thou"" t wna auper­

tluous and ~enkened the &rgUment. He aaid he d1~ not deelre to glYe 

London 11117 pol nt on whloh to qu i bble. He SJ>OUghed t or not bel ng 

able to eho• me h1e deeJ)IIltc:h ..,l oh he 1A1d had Juet 1t0ne t o the 

eh l p t o bo coded, but told "" lt followed t he llnea of llhnt we h&d 

d loous .. d the prertoue tlme. He hnnded 11e t roN hl• tl\ble Mother 

c\eapat ch whl ch he hAc! Juet drafted l n which he had ouUl.ned br1etl7 

the Oeneralleet.Q' e general attitude 1\nd deter.lnatlon t o oontl nue 

renlatMoe. 

:10. llhen I l'efe~ to U\e polnta 1n the Aide V et~olre 1\8 an 

• lll t i lll\t\112• he pi cked me up i .-dlatel7 . Re •phaalaed that t hen 

had been no ~eotlona ot M ultlllfttuoo on t he part ot Chlan« lai-•h* 

during their oonYere&tion and thn t he hlmaelt, stter 1'81\ding the 

Aide !~.,olre , ht\d oent a eeoond t eleg,_ t o London to nphaeln thh. 

He ealc! t hRt Chl nng hac! put the queetione a impl7 aa etsteNent a ot 
tact t o llhioh he daeired an l~ediate Ane wer: Chat Ch iang had a tated 

thnt he hnd lllwa7a deelred t1'1endl7 r elatione with Orea t 81'1taln 

&nd up to the preaent had been confi dent that Ol'ent Drltnln would 

help China but t hat t he tle e had arrlYe4 llhen he hac! t o haYe aoae­

thlng t snei ble to ehow the people, lt lt were onl 7 a loan to eupport 

. t he currenOJ. When Chiang ha4 at,. ted that he had ' aeYeral other 

courses open ' lt London taile4 h l e, the Aabaaanc\or h&d asked lt 

Rues!& were one ot theae, Chlanr hnd allentlJ &aaen ted, but had 

offer ed no fUrther 1nt ormatlon on thi e polnt. 81r Aroh1bald 

surpr laed when I tol d hla that both lla4aae Chl.ang and Donald 

tloall7 denled on aeYeN1 oooaelona 1hat 1he Jlaau1Aile had eYer pre­

eanted a qul d pro quo t o the Oenernlleelao. I mentioned the r eoent 

oue or the plane• a t LMchow 1111d he e&ld tht\ t Donald had alec told 

hl• that , 

:51. . !he Aabllna4or eald th"t he we a n t " loea t o underetand 

hla countl'J' e a Ultude; t hat he oolllc\ no t under e tand wh7 the7 

tear JaJ)IIln1 e epeoldl7 now "*'. en JaJillft ie obw1uull~7 too weakened 

e•en to th1nk ot flf!btlng M 7 other -tl'J. lie eaid that prior 

to aeeu•lng tbla poet he hac! aeked ln the rorell!ft ottloe lt U\e7 

oould glu h la ""7 dlreoU•e ae to the pollo7 the y wllhe4 to puraue 

out here . Re -• told thAt he would hnYe to "'ll"'< U out 1arse17 

t or hla .. l t, but that 1n general th., thought the Cblae" enct 

Jf\pllneee ehoulc! tlp;ht 1t out • ong U.••••lne. lie agAin rete~ 

to thelr pruea• po.S.tl• u traklJ he 414 
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not ~now how t o oolwo tho probl .. . 

3:> . I hAd made plMo t o leave Chang~ at 01101 and get to 
!"hun<rlt1ne 1\8 ooon ... po .. lbll w1 th 117 into,...u on. '!'he Allb&eaador 
hl\d "1rolld7 J)W'suaded t h o Cb1Jiue to lind hla on to the ooad w1& 
llnnchnn~; to rooohow. I aoooDpl\1\ied h la tra. t ho 11bowe int-ie• 
t o the 1\Unbont wher e he •• greeh d w1 th a IIUOAftl ti'OII h1o l'eP­
r eson tnt1we 1n Chungki ng urging hl m to oome here t o awold ottend-
1nc; the govel'l'l!lent ottlol alo . 'tlle Allbaoaador olvu\ged h i e plano 011 
tho apot and , turning to me , i .nqub•ed 1t I would lllte to Jol n h h 
caravan, I aocoptod beonuoe it Affor ded ae 11n opportun1t7 t or 
turther oonYoreat1on and lU:ewh e proYided ODaJIII\1 througll tbo 
bAnd! t r "«'-OII ot eaetern ltwei e>how whi oh people had b een adYl olllg 
a e t o aYoi d. 

33. When I went to the loca l a\rport t o see hlm ott ao he 
loft b7 p rivate p lana t or Hongltong on the Afternoon ot Nove.ber 
19th , he told 11e he had been r eooiWifl« urgent meuag oo rr. 911' 
Robert Cral r;le aektng t o r peralaolon t o ohow the Aldo M ... o1ra to 
h1e Meri OIIn oolleft6Ue. Re lAid lllr. Robert aloo had reoentl:r 
chMged hll tune ven c\1otdl7 wt t h regard t o JapAn and thllt he hoped 
to drl\tt " meooage on tho plane enroute t o l!on~On« to get ott to 
London trom there and tllll:e advantage o r thlo ohMge ot heart whlle 
1t lasted. 

3-4. II r . Don al/1 1ntol'llod 111 Junt bef ore I lett 01\angaha thl\t 
t hey hl\d decided t o cable the Al do !.lemoire to Dr , llu 3hlh 1n 
""sh1ngton , but thl\ t t ho7 had Ad dod an 1n Junction t hn t he waa not 
t o show l t to an7one unti l he received poraioei on. llr. Donald oald 
they hn1 ~nne thi s t o pel'lllt 11e to 1'11\C>h Chunglc i ng w1 th it tlrot, 

:15, I hAve preoented the f o regoing in rnther exhauetlva d .,_ 
tnil wlth n double purpooet (1) I deeirod t o give ne nco•~te ae 
poaolble an ncoount ot "'"'~ nctual17 trl\lloplrod ani\ wno ea1d in 
order t hat it could be evaluated l n lto true per opeotlve, and ( 2 ) 
to hr1ng out 117 bdlet that the 1nto1'110Uon """ not • oool!.ed up• 
or "planted" on ae b7 eithe r the BrUloh or Ch1no11. I Derel7 
happened t o b e on the II])Ot when the talko .,oil. place and t o hl\vo 
ht\d th~ tldVI\II t l'\(;8 Of pri or int111&07 w1 t h bot h partlee plue M 1n­
tormnl atl\t\le wh ich pamltted t he111 to talk treel7 t o a e , 

36. Conoluo i one 

At ter 117 o.rrtval 1n Chungtlng with the torogoi~ 1n­
t omat1on ou r Allbae~Ador r equeetod t hat I oubolt to hi• a lltlllo­
r a nc'IW'l oontl\ining 117 renotlona and opiniono oonoorn1ng t ho preoent 
ai tuntion 1n t he light ot trhat I hAd oxp"rhnoed At ChaneehA. I 
1\poen<l horeto ae Enclosure 0 A0 a oop7 ot t hle aemorandum ne m7 
ooncluaiono t o thie report . 
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1. Upon tbet readlng the Aide ll•olre and hll ng wUh 
llr. Donl\ld An4 1.!&4Nie Cblang thel'Mtter.! I gUJ\14 the bpreulon 
t hl\t Chiang lta1-ehek had preunted the llrltl lh with an ultlaatlm 
and I ao r eferred t o 1t, aa noted ln •7 report , 1n 117 uoon4 
oon•eu atlon wl. th !llr ArOhlbal.d. '"'- doOIUient oontalna botl'l tl'le 
tl•e el•ent 1n Ua requ .. t t or an t-141Ah "Yea• or •wo• repl7 
t1'0il London and what on tlret f:lanoa appeare t o be an U])llld 
threat l n lto a aaerUon ot there bllng aUemr.tlYe oovue ot 
aotlon lt tbe llrUhb fall . In the ll&M ot the llrlUih Mbuaa4or'a 
eub01quent explanation and ot turtl'ler oonlldel'fttlon of the eUuaUon 
howev er, I believe tlvlt Ohlang !Cal-wit 11111'117 oonfi"'nted the llrUllh 
wl th & oold &e .. rtlon ot taot and t.tle el_,.ll etat-nt tbftt lt tt117 
do not OO!le t o Cb1n&' a ald, Oblna nat part-• aoelt au1etanoe 
eleewhere. · 

l'. 'l'be ntuatlon le 1111~ntl.oftabl7 Yert urloua and ... , be 
oo dol\l t witl'l. n preeanh a dlftlftl.t p!'Cibl.• and oerUinl7 one 
no t to be bruahld ae14e wUh a ltpt wYe ot the hand or a YII8Ue hope 
t lult 'all will oo•e out all rlodlt ln the end1 • It le true bt at 
tht •011ent we a re not u wob Ton the .,ot• aa tht llrlUih, tt¥r 
we """ not a 11.-ber o f the Lellf!Ve ot WaUou, we haYe •de tallglble 
er rorta a t granting eo .. ltlnd ot ttn.nolal. 1\lllatanoe t o Cbina 
t hi"'ugtl the purohaee ot 1he1r all.-rer and the reoent n1ft0UaUona 
with the lt, P, Oben 111111on; and our note t o J&pen or Ootobel' 8th 
hl\1 b11n Ylr'f faYOI'&bl7 l'IOelYid by the Oblnlll• ftle llrlUIII API 
cOI!IIIUhd to apoeltlo -•ee of aotllft whloh the7 are not U])l•ent­
ln~t: the7 hl\n hinted at loan• thl7 are no\ prodiiOl.nfU anll the)' al'l 
"'"lnhlnlft!! a lt"""fft aUenoe tonrd \ be pre.-pU.ng b7 J&Jl"ft ot 
l&rge o.-II"'lal lnhrelte ....,. mloh t1117 onee do.lnaW the 
tl'a4t or t he rnr 11\et, !lore than thla , the7 hne aotuallf nesoUatld 
with the Japanne on a\ lead two oooaalon11 tho Cu•-• Af!l'e••' 
and the llrl\llb A.erl- (Yae 7110011Cl t obaooo lnt-•h· 

;,, 'Bat 1n \ h e ..... \hat •• ll1'l the llll4111C deiiO_,. or thl 
'11'01'14 M d etand t or ~14 prlnolplo• whlth beYI beftn oontre.-
., .. t d r l Abt and lett eYer llaM the lnYul• ,., lanelll'la ln ltall 
t hat U fiA• "--,...d~ t .. JaJIIII'- to M .. ln hp : "''"' 1ICI' aatel'lall 
from Ul l tha\ •• haYa a lal'lfl aultval. a\alte ln Oblna 'llhld\ 11 1n 
4Ans-r or belng a wept ••7, we too are •on the apot1 • It 11 ., 
t!P. bel1of1 therefore, \hat lt OIWia hPDI aplaa\ Ol'ellt llrl\aln, 
we eball 11l'1lahl7 aharo the ... e fate •loa• we pi'Odlloa ...,. 
tangible auhteoo " Clb!M, Md ao U 1n the aMI' r.hre. 
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4. The problt!llll or t he oot~ent oan bo atahd ••1"7 d JtplJr 

ChlnA 1e tlghtlng t or her l lte, ttr her indtop~~ndenoe aa a nation. 

Jspnn haa declAred her pul'I>Oel on mor. than one oooaelon of 

dom lnauns not onlT ChinA, but the whole of t ho P'ar &ftet; of 

or eatl nR nn •Aoia f or the Aaiat1oo• . 

s. llhnt do "" wM t , Chlna or Ja )lNI? 

B. The e1 tun t1on or the 110ment aa t an 1t , i e aa tollowll 

ChlnA hna been fiSbtine n losting battl e t or aixteen montha , oont1-

4ent Q\1\t eoone r or later t he d•oo..,.olea IIUit oo:ae t o her a ula­

tMoe . Tho tal lure of Qle Br1 Uah eYen to -'te a e t • ta.-tt , ouch 

leao tn<e anT notlon ~~~~ Jap&n oooupied Canton and cut ott Hong­

kong , cMe 1\B 1\ Ol'\le l blow M d N de awl\kan1ng to the Chine... They 

h nve theref or e aaked the Br1t1ah, 'Are you r.olns t o bel, ua or not? 

Are you even go i ng t o etand u p f or your own lnteree t a? If not, •• 

munt know tt now and adopt some o ther polloy. ' China hAe now 

r anch ed the poin t W.ero ohe 1ft a lrooat oonplehl y out ott from 11Uppll 

M d hae only enouiJ)t l!eml\lnl ng t o oarry on the f18bt a f e., n10nthe 

longer. !!he oannot .,lt 1111t1l the conant of total exhaustion O<BU 

t o mnke her deoi e ion. 

7. Our problem hao to bo annly~e<l rroo the t wo M al co na 

etated, Do we .ant a etrong , stable, ponceful nnd i ndependent Ch111ll, 

or do ""' WN\t "" Aela donl ndecl bT J ap&n? 

8. The J~aneae prog r ll> i B Olenrl y one Of driving US n nn our 

lnatltut l one out of Alia. Any a ttempt to minlml~e thia , t o regsrcl 

lt ae temporary, to apologi&e f o r lt, to aeek hope i .n t he r nct t hat 

~ port i on or t he Japnneee people any haYe been uns~p~thetic wi t h 

this wa r o r to Ar(!Ue thl\t our trade with J&pM hae b een r~r more 

val UAble to ua thnn our trl\da wit h Chillll 1a ahort-olghtecl nnd 

eYftaln t o eay the l eaat, !At the u.l tl,...te r,oal of t he Japto.nue be 

clenrly undar otood from tha flrat , t or it le oold and eiaple f act, 

r ef!&Nilees of wllftt frl ende of J~pnn may ftl'g\le . 

9 . Thnt the Japnnue army My u ti lize t he at., ot t he ~!"Ilana 

or o ther tot n11t a r1an atateo f or a tia e durtne the pr ooaaa of 

Mhlevl nr, th1a domination oonot itutea no anvtnp; clauae for ua . Any 

benefit whloh either we or t he Britieh may derive through the 

J&JlN1eae ln the poet-wnr eoononi c r eh&blli tation pel'i ocl or th e 

p resent oonniot, even lt t hey n orge o nly oe. lll.-<ric torloua, will 

be t e,porary exnctly i n proportion to the degree of their vic t ory 

nnd t he per iod ot t i 111e it tl\ke l the~~~ t o reach the point where they 

f oel strone enouah t o k i ck Ul out. An:r a tt .. p t to I\81Uil8 gren ter 

hope thnn th1o 11 tot~llJ unWIU'I'anted in t he f ace of .tlnt IIIIa al­

rencl1 transpired. They nre arrogant , t ruculent and their p~ioea 

to ua are "holly unreliable. Ko etntemen t that they l"llll<e t o ua 

1a uorth the paper upon whl oh it 1a written or t he b r eath l'~tqui.red 

t o utter 1t unleea i t be ono or thoae not t otrequent occaoiona ~en 

t hey l et aUp their real purpo... Anyone 1lho a q think hll tuture 

h ante in the i r banda h tald.ll8 a Yery long ohMoe. 

10 . Ths extent of the rtotorr which they ""'Y Mili eYe fl'Oa 

t heir pr eeent Yenture 11 problematioal. I hnYe telt from the out­

eat or th la war a a I baY a ata ted l n JlO'n"l ova ...,.,.... , that !:bey 

were walk ing into n ·~I that t~ are not onougb JBJ)Mete in 

JapM t o pntrcl and pollee thla Yaat oountrr with 1tl mllllone 

ot peoPle! .,d that enntually the Chine .. will llllft ooate thft 

or riae .rid ...... .,.. th• aa thiJ' d14 l:ba Jla{'ohua &t1er 260 reare 
under their l"lll.a. But lbe 1~ point of Y1 ew ottere little eolace 

Md no eoluU on t o our own i •ed1ah probl•• 
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11, It hAe reoentl 7 been wuggeated by a OODpetent 

~uthorltJ on J apan that t he Japftneee do not intend t o att.-pt 

thn •paottloati on• ot all Chtna: thnt ther propoee to a l t down 

on ~nt the r b!lYe, open and 8Alnt a1n t he l inea o r co~io~t1on, 

eatablleh trndlnv outposte as one would do 1n darteat ArrtOA: and 

let the Chtneae stew i n their o~ JU1oe• back 1n the lnter1or, 

I t l o thlo leaeer goal, wtth the poea1b111tiee presented lt the 

JnP"-'Ieac obt n1n the oooperl\t or the Oermane and their barter 

ay• te:n , •:'hloh giveo t ood tor ~nd 11 n problllft worth7 or 

eerlous coneide~tion. Whnt l b llitlee a re we do not know, 

a 
12 . I.et l t not be f orgotten Ill s o thl\t the pr eaent nttcpt 

nt conquest on the mntnlnnd ot Asia 1e th o Jnpnneee Armr Pro&rNa 

cn1 thnt the Jnprne•e Nn.y s t ill hAs t o be heard troa. The7 haYe 

h11d verr Uttle part ln thle war to dnh. The N11yY progrM hal 

left/: been '<n011n t o adYocat~ oxpano ion t o""rd t he South Sene. China 

11 , ln renl1tJ, " we&t blg tam and <'lo u not poueae anrthlng 

llke the wenlth or und.,.,.loPed reeo\IJ'On that MnJ wrl tP'a hAY• 

claimed. Rut to the nouth l ie the Mnl~J Peninsula and the Dutch 

<:net Indies wtth their kno111\ 1<ealth of ru)ber , tin, e ll and other 

r••oul'(IU . Will Ja!)Rn i~ore theoe tr she euooeeds l n China? 

1~. In our present ettorte t o es tablioh reotprooal trftde 

"f;J'eegentn wi t h tree " "tiona throughout the world , whloh MJ le&d 

eYentunlly t o unrAetrio ted tt't'.lle Monr. demoomtlo nat1one, we haYe 

our noet pot~nt wellpon t or an ulti~te solution. But ft~ln thle 

io not r soluti on r or the present oriel• . Whou\11 ~. ann ~ alt 

i~ly h 1\nd m~toh the rorlll ' e next bl!Me• t II~OON"7 and one or 

the ~oat potentlnl arena t or t he extenolon nt thle poltny co-

opt ed nnd Atltlell b7 J10pan nnd her nlllee and oloee4 t o our conmeroe 

•1mpl7 beollUftft thnt nation lo s till too ouaberooee and lftokinG ln 

munltlons P~ll euppliee to tAka onre ot ltsel r? 

14. '!"hue r .. r we haYe ~t1Yen t he Clhlneee nlllloat nothl~ but 

nornl eupport in t hi n -r ••hUe nttordtng the Jnpanee n the mnterl&ll 

f or wnr. 'nll\t ... have done thie l&Uer not intentl onnllJ but nere­

ly i n nur.ruano" or our own •open door" pol107 t o any purohneer who 

h11a t ho ooney nth whloh to bur lo not " &lltlat l\ot orr refteon con­

e ld~rlnc th~ reault lt 18 produolft8 tor ua 1n Ae1a and thn Jlll'l) epeotl 

tor the door wltt oh we hope t o lteep open there. 

15. 'nle uoonll angle or the p robl"" 1o the Ch1neoe e1de. In 

MJ oueetlono t o MAdaae Ch1nng I i n41onted nr a ppreheneton that the 

Chinen" night be llrouud a p:ftlnat 110 by lnt\Mmntorr apeeohu ln 

order t o paYn the ""1 t or peace wt th Jnpan. But 1 t hr.e elnoe bun 

8\lgr.eete<l to ... , and l t 1o Yery plnuolble , that 1t ,. continue our 

pol1ey or non-tnt .. rr.,renoe ftn<l ran to aupplJ th4!111 1fl th tAh{;1ble 

evldenoe or our good will , t hey ... 7 liUtoeattoallJ tum ngl\lnet ue . 

There te no rel\eon why they lhoullln ' t. '!'her n re " nl\tlon f1£htlng 

t or their Ute and 
1 

as the llrl Uah haft been told, it the deaooraol 

dn not help then, thar nnt ul'ftll y 11\JBt tum to t hone ..tlo 'lflll, 

16. Aa I ot~ted tn & reoent lleepaCoh I bell• • • t hlo teel1ng 

would ~>18117 nrloe nn~ would be Y&rJ c'ltttiouu t o combat. I l1Yed 

l n China dul'ing the P"rlod ot lnt• •e anU-toPel8fl r .. ttnJ tl'OII 

19 P4 on......,, when 'llhole ot tie• bvet inCo tl.••• or ha OYernlgbt 

and 1111 terah ooou .. IIOU~e4 dosan• ngalnet the t oreign&rl when 

.,..,.,. Chinele •1• bed a baleful ftilnt in U •• " r ore1gner pMeed: 

""" when ll\borer~, c'look wol'lte~t tnotory ..-plo7e11 and .. l"rrlntl 

ot..ge4 "RO-el ow• 1trlkee • el'l-C!Own• Ur1kee Md outr1!lht otr1k .. 

llaooapnntad bJ the aoet tantaetio dennnde long before the O.I.o . 

o•er thought or theea dewtoe• . 
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17. I hAve beftn very fnvor~bly lmpreoaad duri ng reoent 

yenr a , nn~ eopeoially 4urlng the one Juat pauad, with the 

gen~rnlly f riendly attitude displa yed toW8~ ua. I t 11 true 

th~t •lnee the outbreak of the present ~r rorel gnero 11v1ng 

1n China hn·te been on oomon ground • 1 th t he Chlnue ln hatlll,lf 

the J~p•nese nn~ t hnt t h1e haa greatly enhanoed the tael1ng ot 
rrl•ndl lneee on the part ot the Ohineee toWft~ f or ei gners. But 

I hnv• be•n apprehonatv~ f or n long tlce thnt the dRy ~lght oo.e 

when they night tum up wi th t he cry that we had failed the~~, tor 

th• Oh1ne•e nro pnot •ast er n in the art of alib i and will never 

aoee~t the bln~• tor the lo•• of the wnr themoelves . Tnd1vi~ 

ually t!ley hAve never wanted t he wal' t ro10 its very bentnn1ng. 

They nre n penos- loving people &nd they hAve oonatantly hoped 

thAt oomeono dee "'ould 00101 1\.lonr: an<l f1Rht 1 t f or thR. II Ad 

this th1r<l "lf\My 1\ope&red, they ....uld have t oued hi ll the baby 

forth..t t h nntl let him CAJ"27 it. !'he Chinen av1ntore have al­

r~nOy <lemonatrnted thlo on oevernl oooAoi ono, both with the 

Russlnns and the •P'oreign l.er,ion• 14th Bquftdron. Out t he Chineee 

hn.S t o rtsht thlo ""r nlone in o~er to nohiave any def!re• of 

unlty nnd they hAve alreAdy derived imceaaur&ble benefi t tron lt 

i n thlo raapeat. 

C3 

18. I r""'Ar l·ed l n ny report llo . 1-~ 1.1\et .JMW<r y thAt I 

thourht "~ ideal reoult tor th i s ~nr would be for 1t to ~ on long 

enour)t to burn t he oorrupt1on M d Yen AU ty out or Cbinue ottloial 

llte ~nd nt the anoe tlge t o breAk the hold of th4 JnPI\fte&~ a rmy 

on th• nnt1onnl l i te or Japnn . Thnt the Chlneee nnd J~n~neoe 

llhoul ll rtrht 1t out bet,..oen t hamnelveo hna unqueotlonRb ly he"n the 

polnt or v1e"' or ru-.n y people M <l thle hl\o bun oorreot up to " 

po tnt . !1\ot no one m o hr.a heen ln t he th1olt or the wf\r "lmo"t 

fro '!l lta be(;lnninr, nnd m o hno travellftd rnther extennively th rough 

the country in recon t montha, i t i s my oone1dered opinion thnt we h"ve 

ranch a<l the point .mare we no longer oM leAve the outoocoe to ohMce. 

so~" nnonle nAy ait bnok nnd ony oomplnoently that t he Oh1neoe will 

never r o able t o do Without the U. 3.A. either eoonoM1onlly or polit­

i cAlly, but peroonally I An not oo eure. 

19 . rurthernore I bel ieve thAt 1f reeling otl\rtn ~Rinot ua 

l t OM be tMn&d lnto tl~U~e• very qui ckly by • eoap box• orator• 

nnrt rndlo brondonet ers on t he oh11rge t h11t •• l et t h .. down. !'he 

cry mny etnrt ~ninot t he Uritlah Who are tnr mora ou lpnbl e and 

vuln4rl\ble thM "" for .,. mAde no J'!'OIIl .. a an4 ,. Ar e not n l.e&fiUI 

l.""bor. our poftl tion and our renaona tor not helpi ng lu\ve be8n 

nerfeotl y nlear t o ""I they have been nothlnr, l i ke t lu\t cleAr to 

the Chlneoe. And it n hue ftn4 ory ohnuld ntart ~nlnnt the nrltieh, 

tho.re rould b~ l ittle differentil\tinR done by the Chlneae ~••e• 

bot1•non Brltinh nnd Mlerioana. It mAy be ' "id thAt the Brl thh 

wer e apeoitic t nrgeta in l\1\an~Ai , CMton And llongltong ln 10211 an4 

1°26 Md that we did not suffer aa 1011oh 1n ooii])Artaon hut t ho•• 

"•~• upec1flo areAs where the t~rr.et oould be i denttt!ea . !Uoh 

we.e not the Cl\88 in ot her pl\rh ot OhiM, ae residents ot Chl\ngllha, 

for e~ple , will testify, ftnd such will not be the cnee thia tlae 

1t 1t oocu. 
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OA&e• d1111lullon.a, lt n taU th• now. 

wUl 
1U 'ltte an..,.r t o the latter w1 largol)' 

oonoti tute anonr to th& r o r.or , It h&rdl)' needo o&)'lft« 
th&t i f JopM aohiOYII anr 111\rlted d8trl'll ot IUOOIII l n tl\18 Ylll• 
ture, •• ehall have to 'bu ld a naY)' oeYeral t1 111 1 ae large AI 

t h o one we now oontell))lah. !he but lneul'IUIOI ,.. OM obtain 
t or peaoe IUl4 tor the t\l*thol" doYelo~ont ot our tl'ade PJ'U81-
11 a ati'Oftltt independent, pe&oot\11 Md frlendl)' Chinft tosethor 
nth a ohaouned , not a nain.a Japen . 'l'bo on.l)' hope ot aohionns 
t hat , I belleYo, l e to retaln the good will ot the Ohineee betort 
it i a too late. 

22. The preaen; Gove1'111:1ent ot Ohlna1_ deoplto lh oan:r oh.ort­
oo:.inga , 1a tho onl)' one in reoent )'earo ~nat hao OYer 4one an)'­
thlnr. tor the people. It hne represented that .tlloh we r08"J'4 
aa rationAl an4 t hat with 'Ohlch ,.. """" ooee chanoo or doing 
bualnooa Along tile llnoo we desi re ond ln acool'<tano e w1 th tho 
prlnolpleo t or "'lob we otnnd . lt wtlo 1\ohi.,.,lng otead)' progreoo 
in t h e d ovelopaent ot Ohl no before thle war Oollmtnood. There 11 
bound t o be ohnoa and d1 oordor t or n tloe after thll wor, wboeYor 
rins. I.et thert b o no uhtlllce about that. But the oupport of 
Chiang Ka1-ohelt IIJ\d h lo goyomaont offera b)' t or the 1101t hope f o r 
" eoluUon or thll ohao~ an4 a r eturn to nol"'l&lo)' in the •in'-­
poaaiblo t1111, 

23. It 11 not a queatl on of tho Xu011intang Yerauo the !13hth 
Route .\I'll)' and 'Ohloh aet or p rinoiplea ohould guide the gonm-
•ent ot Ohlna. That 11 oaomething t or t h o Ohinuo t o f'Ork out t or 
th•lleel•u a ttar the Japanue haYe been puUo4 ott or tholr baolto. 
In that ,..IJ>IOt our inter .. t again l ho ln aa1nt aln1ng t he frlend­
ehip or the Chine•• and ln 1ntlueno1ng 'h• thoreb)' to a40J>t 
orderly prcoeuee or goYemllent ln hanoon)' with thote t or .tlloh 
we atand, I t nea4 onl)' bo reanrked l n paeal ng tha t the ao-o!llled 
COC>muniat l'art)' oontlnue to eupport t he Oentrnl Oo•un~~~ent with 
kppnrent einoerlt)'; (hot t hey haYo ngnln retrnined at t he reoont 
People ' • Poll tloal ConYent l on f rom endorelng an)' reoolutlon 
orltlcal or tho GoYernnont: thot the)' ttl ll prot e a n unbending 
oppoo1t1on to Japan ( 'Ohloh 1e probnbl )' the beat aawranoe aYallablo 
to an:r who lift)' to~.r n euddon Ohinue 0011pl'O!Iiee wU h J openl: M4 
th"t the)' ohow tigna of d&Ytloplng into a de..oo!'llU o or populal" 
part:r r " ther than oo..uniate aa ... thlnk or U\e hra. lt thia trend 
oontinuee, the:r will pl'O'f'i de Ohina attar t h" mu• with th" hel<lth)' 
pol1t1onl oppoe1tion .tl1oh an)' 4emoorno)' needR and thereb)' toreo 
the elimination o r tht u ndulrll);le an!! ool'rupt elmente in tho 
Kuomintang, 

24. Thel'o are .an)' plll))lo in tht u. s,A,, anct liDO• 1h• 
eoae ott l olala who tiPP«U' to thlnl< thAt tbtlrt lt no r,roan4 be­
tween war and ha11 r e trent. I t baa b een •1 oonYloUon t or a 
long ti~~e that ther e 11 n Ycr-;r wide otre1oh in there &nd t hat 1ft 
..l t lles the 11eana to poaoe thrOU&b tl.l"'lnus 11114 d1gnU)' . We haYO 
cot t o 4o !lOre than '10101 our prinolplll and write not ... -. 
the•, wo ban go t to intlot otep 'b1 otep that t he)' be reoognta.a 
and r aapoot.a. In a world 'Ohloh 11 rtl.11J\g on toroo we oannot 
pooalbl)' hope to -"""b)' llp taorlM to 4tNJ.•. h ... 
uUUao CNr tn.ea&>ua potenU al.ttr, 'both -n lo.-11)' and nnM­
olall)' 1ft • liJ>OM ot tho prlnolplH tor .toUb •• atan4. 
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P5. Nor can 'hie be aocompliehed thro~h a pollor ot 
1ndireo,1on. It nuet be a otudled ln Whloh pre•~• 
11 ~pplied s tep b7 etep 
th~ i""\ moif: !'hla 1• 
real ze -- ~t we oanno' run away 
eomo Vllfr,tt• t'uture dAte .ttan we might be inYI\ded. When the tl t:te 

1\.rrivea, 1t i t ner doea, that anr t ore1gn power or oomblnat1on 
thereof te•l• 1tron~ enouth to •'tm~pt to lnYade the U. B.A. , lt 
-111 probllbly be too lAt a t or ua ' o r n iot etteotlYelJ, But 

t he Un ited S'l\hl UJI be 1nYilded 1n •DI'e •&)'a than by M ....,, 

The \ntlux ot oheap Japnneae produota 1n recent rears and i's 
nanotul etteot on our labor oituatl on Wfta a Ol\oe ln polnt. 

"6. I hi\Ye " " 'ched the JaJ)I\neoe ••• r etnoe the7 t nYtt.ded 
I'Mehur1n in 19:51. '!'her ha•e prooaeded , , ., b7 etep - phase b7 
phlloe - looki ng baok oYer their shoulder s at uo attar ett.oh ooYe, 
When ~e t olled t o do more thnn protes t they proceeded with the 
next move and hnve grown 1noreao1ngly bolder. I no oonvl noed 
they o'n be stopped b7 tlrNnees , by n progreealYI prog~m ot 
pr~anure, hacked b7 the will t o tlQht l t neoll"ni'J 1\8 " last re­
•~rt . It will be thls r eftl1zat1on hv th ~m ot that detern1p8t1on 

our part 'Phloh wlll atop thma. 

27 , There 11re mnnr ware and means t o npply thla preosure . 
-e have alr eady \ntimnted ret sl\&tinn 1n ~lnd 1n our note ot 
Cetober 6th. !t i e t o be hoped thllt ~e t ske et eps t o 1ap1eaent 
l t . ror l~edl~t• uoe there le t he el&ot l o t&r1tr aoale and I 

believe itA uoe thorough\7 ~tat1t1ed 1821dlatelr l n reapeot to 
oituottono ..uoh ~ B now .xl!t "t 'h1n(ftao and other !lorth Chins 
portA \ n the m&n\pUlQtlon by the J&pnneoe Of their red~rnted 

R~n~ currenoy ln dtsor1m1net1on •r.ainet our aerchnnte, rurther 
en~ ~or~ ~et\o ate~a • 111 h&Ye t o be au thorized by leg1olat1on 
Rn1 our every ""'"" should b" d1raoted toward obh1n1nlf """t we 
need tn t hla reapeet . 

P.O . OUro 11 no longer R que•ti on ot ~ull\ng the nr1t1ah 
eheetnut o out or t h e fire. The u ... hill come when ,. wet !lot 
to ..,.,e our own, t or they are &lrell<ly aoorohtng. I f ...., &aYe 
t holra t or the~ 1n the prooeea, t hAt will be thelr good fortune 
nnd poosl bl7 not auob an unfortunate reoult t or ua at that! 

Reepeottull7 ouba1tt ld, 

J. 1.1 . UoKugt\ 
CAptain, U,R, ti ,O. 

Aeeletant N&Yill Attaobe . 

cs 
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0 0 N F I D I N f I A L 

AI D!: II'J'OIRE or COIIVEI\llAfi<* BE'I'W!:i:ll fH1: Ot:ND\ALIS!IDIO 

AIID SIR ARCHIBALD CLAJU( IER!l ON NOVDIBP:!I FOUR1'H, 111~. 

( VorbaU a COpT) 
( !:nolo IUra 8 to Repoi"C llo , lD-~, 4AU4 20 IIOY, 19~ ) 

The Jap1111eae oooup1ed Canton w1 \h two aotlvee 1n aind. 
Tho t1rat 1e lha etreot or .,oh oooupaU on upon China1 and the 

aeoonc! 18 \he etteot upon OINat BrUa1n, fo drll<e "" Chlna 
11 ot seoondar :r 1111J101"CanOe whlle to atrll<e at Ol'e&t Brl\alft 
to ot 11nj or l~~portanoe . 87 ooaup)'lftg Canton, JapM on11 oute 
t he CMton-HMI<ow RA1l,..., Md bloOkaitea the Wllhr'W&18 111ped1ng 

trAnopoi"Cetlon Md atopp1ng ... ppl1ee or IIWiltlona. CMton, too, 
h an l ii])Ortant ba .. t or national redatanoe~ and Japan hopea 
b;r lh o ooupt\tlon t o bralllt down the 1!1oi'Ale or the Ch1neee people . 
HoweYer

1 
the ooat of l &nd 1ng and an1nta1nlng her t o roea there 

wlll no" be 0011pensated b7 the above reMJlta alone. llut 1n 
atr1k1ng " death blow at Bri ta1n ' • h1atol'1oal prutlge and 
trad1 t1onal aorale, she t..easur.bl T enhAnoea her own poa1t1on 
nntl Y.l\lue. The p resMit blow to 01'&1\t 81'1\aln 1e not a a gJ'Mt 
l n etteot aa 1t w111 b e ln the future . JApM hOJ!81 tha\ juat 
na nr ltnln' • power And prestige outter 1n Routh Chlnai here will 
rhe proportionAtely ln t he e:na or t ho Ch1neoe and " 1 Ad ftt l o 
peopl ... 

Thua aha hopes t o o ooupy ooapletaly the hl ator1oftl plACe 
r o rmuly enJoyed b7 Orel\t BritAin dUI'lnp; the last hundred yal\l'a 
Ae t ho dom1n&nt taot or l n Fftl' FAstern atta1ro. 

By the auoceaat ul ocoupat1on of CMton, Japnn hopes that 
t he old rel1anoe ot China upon Orent Br1taln wl.ll now be Abandon­
ed ln t nvor ot J ap..n. Japnn thlnka that 1t she can break do 'll'l 
nr1 t hh lntluenoe 1n Bouth Chlna ahe osn b reak l t do 'll'l elsewher s. 
And t he Brltlah CloYemaent and people aay well ponde r what the 
MIWer Wlll be • 

Mvl t I ,...nt to know h , 0 Wha t wlll ba OreAt Bl'1~1n's,... 

;'.Aatam polioy ln rtew <>t t hla l ateeC eo•• on Japnn' • J)ftl'\f0 

Wlll Or eat Rrltaln Ylew t h e oooupat1on ot Canton ln the 
saas llght aa she rtaftd the oOCNPf\Uon ot l!anohul'la , Nor12\ Chlna 
And !lhM(!tlal f 

!!oreover, what will Orent Britain do ln Ylaw o f \ hll llltllt 
devel opment? . 

I woUld 11l<e tD ha•• a det1nlte ~~newer to thla queaUon, 

In •lew ot the tnot tha t oraat 8r1ta1n'• interest s and 
p r u tlBe are threatened, will she qu ietly aooept thla tal t 
aoo011pll or will ahe dDOnatNte 1n no unalatal<abla hna he1' 

intenUOfte """"'1~17. \o _,..,...I'd MP --" M4 
lntareeta l n the Far &..at and, aboYe all, \o f ollow 

h l a tortonl polloy of upholcUng hlll1> pr1no1plll to wh1ct1 ahe 
• ooamlt\ed herself, or wl ll ahe nbnndon these prinolplea and 

eaorlt1oe hor stan41ns' 

Ohlfta haa been t1 f\htlng lon~4edl.1 tor \he put llxtun 

aon\ha. • • haYe looted t o Orea\ llft\&111 and hoped t or h elp0 

but up to tho pn11nt we hn•e reeat•ed nothing tangible. • • 
nppreolnte thAt "'' .. oul'ed aunUlona through Hong JCong, an4 upon 
n mutuAllY AdYnntngeoue b&sla, bUt thnt AYenue haa now been o1oeed , 
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Ao 1~ ao SouSh Chlna -• no' at~lte4, we ude &11-o .. 

t or BrUa1n 1 heeU..nor t o extend pre.oUoal aid ' o "'• but now 

thAt Jap&lt hae out ott BPlUeh tN4e there 11 no l'eAIOn wh7 

Br1tdn ohould heeltate to ex'lft4 help to • • · 

Ae tllll RO•• on, OIIJ' people and She Chine .. ar.r will 

beoo!lle more and more dlaappo1nt14 1n rtew ot the abeolute 1ao1t ot 

conorete and t ang1ble ertdenoe ot IIPltlwh eupJMIP'. Alld that 11 

aomoth1ng wh1ttl She C!h1neoe OWei'Nient will be oonatralned to 

t&lte into aooount . 

I would, Sheretore, lllte to ltnow wheth~r Great Br tta1n will 

a<lhore t o her obllgft.tlono ae a .,...,er ot the League ot NaUone 

live u p t o her hlltorloal and trad1 tlonal etandarde, nn d extenA 

econo•1o or aa.e other praot1oal help to Ch1na7 

I would lllte to have th1a anewered ln n det1n1te "Yea• or 

1 No• . 

Por t he paat elxteen •Ofttha we have been haarlng a lot or 

dleouoolon &bout lo.., a, and we have been put ott t~JO tl•e to 

tlllO wl t h IXCUiel Shat lONII WIJ'I lllpol81ble beoauae or l'nrll&Oion• 

t l\r)' c o10pllcat1one. Bu~ the whole 'IIOI'ld wltneued She grMtlJI« 

a l.lloat onmlght to Oaeohoalov&ltla or " 101111 a1•Uu ln natuw to 

t hat a alted tor bJ C!h1na. 

Now the ..,..nt baa oc.e when we • uat h""' def1nlh lulowledge 

ot Orent Orltaln'e 1ntant1one. 

It Orent IIJ'ltaln tume her back alllte upon ua Md her prlncl­

plea, then I eball never bl'lnft u p thll quuUon &p;nl n. "or eball 

I eYer •ent1on anrthlng oonoll'ftlng Ol'eat 111'1ta1n 1 a Par !&atom 

poUcr. llor ahall I oonelllt GHat BJ'ltaln aa to Chlna1 o tltture 

pollcr or attitude, ar anrthing oonoemlJI« the rar Eaot. 

I can hal'417 bellen bow..,.er that nn Dlplre 'llhlch pro4uoe4 

IIIah atnte1111en ae llleNell and 01aAetone ooUl.d tell t o ••• She 

e1gnltlcMoe ot the reperounlono ot 1:he oocupaUon ot Canton , Md 

the lnaotlrt tr ot Ol'e&t 111'1ta1n upon hll' tltture ln tho whole ot 

Ae1a. 

Thle 11 1:he lltl and dea'h 1Umlng poln' 1n ftJ'lUih Far 

!!aahm pollor. Whether llrlt&ln extende ald to ue or not - the 

BPl tleh Ocrrel'ftllent ehould realize tba' Clh1na to4AJ 11 unlt114 ae 

never before, anc! that ,. aft 41'11'1llnl4 to oal"J')' on prolonged 

rellotanoe. Japan 11 unqueaUon&blJ etrlTlng t o have peaoe, on 

terme, howeverl not benet1olal to ONa' 11J'lta1n, anc! tht11 exoludlng 

her tro. Allat o attall'l .Japan woulc! b e w1lllng to oonolda 1:he 

galne ebe hae aoqulrl4 alnoo hoeUll Uee began. It 1:hat qa .. uon 

co••• up, mat 11 China'• an ..... r going to bet 

It .JaPIU' w1ne She ar1 1:he old and ou,etanc!lne 1n'IJ'eeh ot 

OJ'Ia t IIJ'lteln 1n Oblna wlll be t1n11l114. 

• • 11\let know ,.. .. , Ol'eat BJ'ltaln' 1 an ewer 1e to be, beoau11 

1' depen4a the natu ... poUer et the ~ee -·-•'· .,._ 

aeveJ'Ill roade open to 111. 

One th1.ng th& t llllllt be ltept ln Yli'W 1e that .Japan, h&rtfl8 

oooupled Canton, wlll pl'llb&blJ oo•pJ Ha1nM leland. llh&t 1110h 

a •ov• wlll prouftd to Ron« Kong can be len to the 1aeg1naUon. 

In 1'1.., or the 111p0rt.101 ot 1:tle qu .. UCIIII 1'&1114 ln th1e 

oonYerea,lOft, wlll JOU ld.ndlJ •-1•at• llllll41ahl7 wl'h 'he 

111'ltllh OGY_a, aft4 let M baTe & J'IPl)"f 
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HoYember 21, 19~ 

Wy dear Mr. President: 

Sunday ni r,ht , a t my houee I had a moat 
i ntereeting dieoueeion with Dr. isaiah Bowman on 
colonies. 

Dr. Bowman eeoured for me the information 
contained in the attached telegram. You w111 
note t hat t he only country in Central Amerioa wh1oh 
offera poeeibilitiee for colonisat i on ia Costa Rica. 
I am aaour1ng aape of Coata R1oa and aa eool} ae I 
haYe them I w1ll .. nd t hea down to you. I would 
also l1lte to rerl1nd you that it h Coeta Rica that 
Ur. Zeourra7, of the Un1 ted Fru1 t, informed JOU 
(and Jeff Cool i dge informed me) is in need of 
~s ,ooo ,ooo to put t hem on their teet tinanoiallJ. 

Dr. Bo\'f!Mn left with me a Dill)) whi oh he hal 
prepared, at your request , coYnri ng the countriae 
eoutb ot t he Rio Orinoco. I am forwarding it to 
you . 

He ie aleo going to ~iYe me a .. coranCua on 
poss i ble location• f or ool on1&at1on i n South Aaer1oa. 

At my euggeet1on, he hat retAined an a ee1etant 
who i a an expert on the ooloniee i n Bouth Atrioa and 
at soon aa he hat a report I will adYite you. 

Have you any auggeet i one ae t o how we ehould 
proceed i n regard to Coeta R1oat 

Youre einoar&lJ, 

! he Praeident, 

W&J'Il Springe , Geor gia. 

ca 
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No•ember 21, 19~ 

U, dear Nr . Pree1dentl 

Sunda:r n16bt , nt 1117 houatt l lW1 a moat 
1ntereetlft6 d1eouu1on " 1th Dr. feftlah Bo~ on 
oolon1ee. 

Pr. Bowman eeoured f or 11!1 t he 1nfornoatlon 
oonta1ned 1n t he attached tel•~· You will 
note t hat t he onl7 oountr7 1n Central Amer1oa wbloh 
offere po"1b111t 1ee for oolon1&atlon 1e Coeta Moa. 
I am HOUJ'1ng q pe of Cot ta R1011. and &I tOOl) •• I 
haYe t.hea I • 1ll Mnd them down to :rou. I would 
alao Uk.e to reldnd :rou t hat 1t 1e Ooeta R1oa t hat 
JJr. Ze1111""'7, ot the Un1 t ed P'ru1 t, 1nt oraed JOU 
(and Jett Oool1~e 1nforllled me) 1a 1n need of 
~s ,ooo,ooo to put t hem on their teet t1nftno1all7• 

Or. Bo17!\IIIJ\ lett w1th me a map wb1oh he hae 
preplll'ed, at :rour N!queet , ooYer1np: t he oountr1ee 
.outh of t he R1o Or1nooo. I u fol"'ll'lll'CU.ng 1t to 
)'OUo 

He 1o aleo go1n« t o gift • a • ool'llll&ul on 
poee1ble l ooat1on• for oolon1aat1on 1n Sout h Amer1oa. 

At 111 l\.lll!'elt1on , he h.u ret.Uned an auhtant 
who 1e an expert on t he ool on1el 1n Sout h 1\f'rioa and 
aa soon aa be haa a report I '11'111 a.4Y1ae JOU• 

!lave you an:r wcgeatlona u to how "" lhould 
p:rooeed 1n regard to Ooata R1GAl 

loure 8lnoerel)', 

'l'h.e P:ree1dent , 

WU'II 9pl'111{fa , Georgia. 

\ 
\. 

' 
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HoYember 21, 1938 

YJ dea r lolr, Pre s1dentl 

Sunday n1Rht, nt mJ houeef I had a moet 
1ntereeting dieoueaion wi th Dr. aaiah Bowman on 
ooloniee. 

, 

Dr. Bowmsn eeoured f or me t he 1nt oroation 
oonta1ned 1n t he ettaohed telegram. lou will 
note t hat the only oountr7 in Cent r al Aaer1oa wh1ob 
offere poee1 bili t 1ee t or colonisation 11 Costa R1oa. 
1 aa eeour1ng a spe of Coeta !U.oa and ae soon ae 1 
haYe t hem I •111 Mnd thell d011'1l t o you. 1 11'0Uld 
also like to renllnd )'ou that 1t 11 Coeta !U.oa t hat 
Ur . Zemurrar, of t he Uni t ed ' ru1t, 1ntoraed )'0\1 

(and Jeff Coolid~e informed me) 1a in need of 
as ,ooo,ooo to put them on t heir feet finano1allJ. 

Dr. Bo~ left .. tth me a m@ wh1oh he hal 
prepared, at your request, coYering t ha oountr1ee 
eouth of t he R1o Orlnooo. I llll f o:r-ording 1t t o 
)'OU. 

He 1e eleo going t o ~1Ye me a ae~onan&wa on 
poea1ble l ooat1one f or oolon1&at1on 1n Sout h A&ertoa. 

~t 1117 euggeet1on, he hAl retained an aee1etant 
who 1a an expert on t he ooloniee 1n South Afrloa and 
ae soon ne he hal a report I will adY11e 7ou. 

HnYe you onJ euggeettone ae t o how we should 
proceed 1n regard t o Coeta Rtoat 

Ioure e1noerel7, 

'fhl Preetc'lent, 

Wara SprlJIItl , Georgia. 

70 
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WI'.&Tillll UllOII 

• 
C.U4 8 11 IL COLLEC'I' 7 JD:l'JU l / 1.41 - S.iiiTAIIOUCA CJ.LIP' 19 

DR 1SAIA11 BO~liU 
0/.X PL BALTO 

TtlS P'OI.LO'Ifi!CO STA'l' I'JGIT PREPARED APT EJ\ COII5ULTATIOI YIITR Ill 

CJLI.I::I.OU !"S L<lCTOli8 .I'ITZO Ill Oil POt. I 'I' ICAL SCI EIICE AND !lUG8U 

rl I S'i'Oiil SOTI! UP fli:IOII SP.::VT RECENT W NTIIB Ill CJi21'1RAL /.MER ICA. 

T l fl Sli lllU.RI2U 0 l' POR1'1111 ITI ES POll AORICUL:.•uRAI. Cl>LO.II I ES. 

WOOSTRIAL /JlD COIIll&"C lAL OPFJI .WG:, P'{)R Lllll'l' l!D IIUIIS£P. lllOfl'f 

ll- &XPSC!ED 111 T ill~. UO~ POR AGRI CULTURAL AID lliOOtlTRIAL 

LIJIOR ~T!! F.lti!LX LOn n1 ALL Sl'.C'!'IOIIS. HOt.D SYSTSIIS B~lKO 

ACTlV~X ~RIIDED I I• I.!OST COUiiTRi ft.S hliD AIR GI!R91CE IUXi::S 

IWIX R£0101~ 11- f LX t-CCJ.:L:SABI.!. 

COSTAR I CA Ol'JI'El'£ BZST ?Ol.& llHLI'l'U:S !'\lR ! ZVERAL 

10 0 000 GROUPS. COUIIT!a OBIIOCRAT!C . 1 0 SXIIP.t.TllET IC TOWARD 

IKJIIORJ.T!Oio UPPI'.R Ri ll OP' li.I!SETA COIT!UL A:JD UPPER SLOP~ 

8 10:01110 TW>.T !UIA COICTAlN l'ERTI!..B 90LCA!HC FOIL t !'!Lt. OIUIIED 

~alLY CL~.EP 4T P.LEYAriOI 0.1' ) 1 00() to 61 000 Pot!. WH I LE 

LO. £R J.;,V/,TIOIIS 0 1' Ulo:St.TA A!Ut T.i i<:nY PEOPLED BI OHI!R 

tl..!IUTIOIS ABB SllltUS!LY liiB.ABITED. DISTAICK '!'0 IIA.Rn'!r NOT 

ORW OVE!i PAIR /lOADa fW' I.DI.Y Bto. DIO IJIPROV!Do a.WTB 

U CILLino W!ST'IfA!U> SLOPE TOlf.ARJ) NlCAJUOU.A ALSO SP.AR6!Lt 

.. 

\ 
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- 2 -

C.U4 2/160 

D111ABIT1ID .:JID .UlOVt! ) 1 000 I"EEr OP'P£116 POSSIBILI'i'lt:S 

P.-RT ICU U RI.Y ABOUT BEI.DitAT!RS OP SAIICAIILOS AliD Off PACD'ICII'AIID 

SI.OPE. PEB lllSULJ. 01" niCOYA I.LSO OP(tERS POSSIBILI':l£6 AS DOES 

RI\TI\ Ul ROOGH lo.'OUHTA UI TF..OUU. Ill OP' TALI.IWICA C0 1\0 ILLBRJ.0 ll>ft 

OF R.ll lOIIS liiPltl' l Oll eD AilE S li i 'l'IJlLE FOR CEHEALS BEAUS AJID PRUI 'l'B 

P'l>R dJBS IS'UNC! AOR ICUl.TUilE AliD COI'I'l;f! l'Oll RXPORTo THIS 

C<><Jif'!'MX PH TICU I.ARLX ATTRJ<C'l' IVE BLC.li.JS£ POI'ULATICill IS l«l&'J'L% 

I'.Ll 'l'S. 

SOMDURASo MOST u P h i GKLAID J , OOO TO 5, 000 ?eE! 

r- L~VJTIOJI COH'l'Al liS SPARI>8 ? OPUL ATlONo THE SOIL IS 0000 TIIB \ 

ft. ,U: VARI ES FRO M .)0 - 50 DIC!If.B RESULTlllO Dl A GOOD GROV.'TU 

OP V ~?.:l'ATIOI ID IUC!i!.I.UiT P'OR~:.~'l'S OVE.R lllJCB OP Tll.K .&RBA. 

LOIIG Ot<Y SUSON FROJ.t IIOVD £U!R TO APRIL 0 1'1'1!:116 ;. PROBLD AMD 

J,.t. UllLPED TO 5: . Ia' .. ORl CULTU!lJI L DtvELOPIWIT OOQ DUT SIIOULD 

HOT Pfl£\'li..JIT i!!XT O IS IV! PfiO!>l'UB!.f.. ORIIDI l'AJU:liiiO U !l>AD6 AU 

.:JH:>Trr.JCT .;,D .-.s Ot-TLw U ':'0 IURKET THOUGH II'I7EllSI"fX AORICULTUR! 

II.!~ N ~Vt:a .ti,. POt'S IBLEo A IIIJCB LA.RO!'.R .&lliiiAL POPULAT 101 

bi!JULI.l l.lh ?01-SIBL~ ALSO W ITfl DIT!LLIGEJI't IIEJ. SURES .& GAI'I'IST 

T ICKB l:.Hl o.! tt o ~ COI I>Tl'l'lll'E A SERIOUS I!IJIDICAP. 
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C.U4 J/160 

~lll tiiO TOO Oi"PHtS GOOD PObSIB ILl:r IIL8 Jt.~OU D!POSI'lS 0 , OOLI> 

,\!I D ;.. ILVC:JI BEillO t1Uil£HOOS. TUell!': AllEAS AilE SUlTABLI:! roJ 
• 

PIOifl:.EH SE.TTLhltE!I'rS Jo.'W liiTi! l'URTI!l:.R £X':'EN& I Oll 01' ROAOO AI D 

PUL!lOADO SH~Ur.D SUPPORT lllliiY 10 • 000 GROU PS. PDIK WE~RIIO 

UIWST~ ALSO PllOII . SiliG. A'!TlTU~E OP C:OVr:!UIIIEJIT 'l'OJ'AllD 

llllliCJL. T l OH OJIJBT J'"u L. 

liiCAiU.GJ.l. UPLIJID I'RO~ IU.TACALPA '!0 OPPZR SOOOVU 

.1l:.lli:l:l SPAliSELI IlUlABI'.." I::O BUT CAPAhL!:. OF l:CE'l'ADI IIG no OR 

Tl!lll!E 10 . 000 CRO,PS DI IXJASlbTAIICB ACntCUL':JfiE, TROP ICAL /JIID 

t.UDTROP IC~L llORXlCUL':O!!S , JJID CO~'l'!::!~ i'ROOUCIJIO FOR im'O~ 

I!' MAfU':E."t EXI ST:>. ROi.OS PROII MAIIAOUA AIID ':'0 />.T!J.BT JC COA6'! 

li 1 V " '. e lll'.lU 0 IliP RO VEil. 

OU ... TEilALA. T~O !cl:.G I DJff: OP'f'U. COOD Pf!OI:iPECTS. 

IGaLANO& OF ALTA VERA ?A2 J. ooo t o 4. 000 ~:wb~ EL[ YAT I OII 

oi..V" aFJ LTdi"'JL CLIJI,.TE, RI C!! SO IL, .lBUIIOJ.IiT VEG!n'.lU OIJ 
~ 

U AV'i !u.INS, B i': ~; rrs 0000 O!'.UII.nO!> OOil 7 0 J IIDSiu.IDIO 

Ll~TO!l£. ~.OJ D SY~TL:II UJIDER CO!iSTR!JCT lOll J R.A ILU .Y AllD !!IY8R 

•. l'LS! 'N !.IV IliOSTOlf ; .ti R L Ill!:. TO GUATUII.LA C I'l'I • AIJOTI:U!ll 

OEOlOii I S hlOHUI p:.JlT OP 'll.l'.STl!.Hlll Etl l! PAC IFI C CO&STAL Pt.ADI 

73 

. "6T Allll Y.t.:ST FROU COATBPEl.,US AIID ALOlfC FOOT OP VOLCAN I C RAJI OI 

-

' \.. 
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!J.6TIARD I'ROK '!'BimBo THI S IS PillDII>ft SLOPi .ABOUT 11 000 r ZEr 

3 10Bl:R TIWI rJ J;lOHBORIIIG UlliTtl> JIRll l'r COIIPAft BAJI.AJIA RDOIDI, 

'aLL DRAlK~D VOLCkNIC SOIL SUFFI CI EnT BAilrALL ~D !XCBLLEIT 

t A!ER SUPPI.): . SOli! DA.•mm OF IJJ.AJlU . OOOD POR CATTLB, BOO.AR 

CAllli., CORI , BOOJS, TROPl CkL AID SOBTROPI CAL fRU ITS. RO.lll6 

LJ~.; D "!0 OUATEJ.:S.L.UI lliGULJI.IIOG Ar.D Rt, I.LROADS TO PORTS or OCOS 

.o~IW CHA!tl'l:.HI CO. P!tesiJ IWILY Till! PETEII REG IOX TROOGB OIC! 

OCCUPi eD Cl~ •'OPUI'.OUS IUJAX CI'! If.S IS lliPO:JBruLE IIOW UILESS 

wl . r:::RSI VE PROGR.f.ll OP II.A.LARU ::.:lUDI C. T IOI COULD B! CAJUi iED 

OUT. TB!! T\'.0 n!'..CO .. EIDSD GUATEliAW.N Ri!OIIJIIS At.H£.AOX COIUIJI \ 

IIAIIX G!miWl YlliC.W, MA D:LX COP'JPEB r t RMS, ALSO SOliE IllP'LUfliTUL 

1:110!.-U>fi AIID .AKI!.RI CJ.N r ARM Ot i !RC. SOBTROP IC#J. l!'l!lTICULT'ORB 

J.b Xl>T UMSXPLOI'!LO BUT PROIIl S IMOo OOVEIQIIIEJIT LlltELX TO rAYOR 

llllllG!Wi'l'S, BOT SOliE I'OREIOII LU D O'AUllB Ll&:BLX TO OPPOSB. 

lll BO'l'il .EO JDii6 DllllOR..uiTS U IOHT 8 I!.TTI!R Be SCATTE!llD 'lfiAI 

COIICB.'ITR.I.'l' - D IN COliPAcr OOLOU ES. AYAllJJ!LB t.UDS OCCUB II 

L IlllT f".O TRACT So 

BRITISB HOII OO RASo (BELI CE) IITERI OR Rn.L COOJI'l'RX 

0 1' TilE SO\J'l'H 1i01JLD SE£11 TO or r BR" PU.C!: r oR ·IUJI S P.:TTt.tllS II 

COUI 7RX Bf:tTBR TIUI 11 B•..t.IC.E W BERE OVER 11 000 WB lU I #J.READf 

LIV.Bo T! IS _,LD 6TRENGl'HEJI BBtt.UN t S HOLD 01 Til£ TERRlTOKl 

Regraded Uclassified



- 5-

C.U4 5/172 

PAII.li!Ao '!"IlK P ACl l' I C 5LOPL li:U>Tl<A!W FROM TUB CAHAL TO TRI 

co.;TARICJ. BO!\D 11 MU LD S!'!EII TO OJ' I' .!oil ROO II A!ID S t: l7 .ABLB 

C )I{On'l ON!I POri ~·!:.Y.!RAL 10 , 000 OROU?So I eOL.&T!D V..LLE!S 

WlTfHN TilE Cn i RI (cU 1 IIOUIITAI NS AL:OO O!"l'llR f,III I'l'.E'D SITU At 

l:W~V, 'l'DNS 0!" 1,000 to 2 , 000 FEET • T H!: CO.I.b"'l' .AL PLAIIIS ARB 

bPA.'lSEL'l IUIW!I'!'!ro IJIO TIL& l'OO'r!ll!.C... LARG&l.Y Uf DEVELOP!Do 

1' 1!~ I'::OI OK I S DRY EIIOUOU POR Btl.LTllPUL l.IVIICC, BUT WITH 

:;.:l'PI CI!'llT iU- 1!1 I'OR P118l'OR£, CEREAL CU!.TIV1T I Oif U D PR'J IT 

CR:>Yo illO. ACCESS '1' 0 1"011";."<. ! S U SY AND J. ROAD FROM THE C/i!IAL 

llk.ACHU: TO B t:l..>UD D>.VlDo 

llALVt.OOft . Th l o COUJITB¥ PIIOilAB L't OI"PJ'.'tS !10 

I'O~G!BILl'!' l !:£ DUE T:> o)E!i t.E POPUI.AT I OJl .JID IHTl!11SIYE 

D.t.V.:LO!'KE!IT . O.:JIE!UL COIISID£Ri.T I 0)16o 

l!lJ IIlD LO• l.J ll BJ.V?.. !lOT BWI !.UGO!b":' D BZCAUS! 01' 

..:t!Cil IT ABLE !iJ..ALTil CONDll'IONS. U C!! OJ' T U£ S~'fEJU.L COUITftlES 

COJ LD PROBi<BL't I.BSO!Ul A l. U!I'l l'.D tiUWJI!:R OF DIDIVlOO.AL& 

P/.!lTlc:JLJJU.Y OP Till!! PllOJI I:.St> I OIAL CLASt.Eb AID THOSE 

I' Dlto!ICI ALLY J.BL! AJIU PIU.l'ARI:.D TO UII D!fiTAU DIOOSTBIAL OR 

.ORT IaJLTURI.L JITrRPRISt'.S. I E I OO LO STRESS t>1JBTROPI CAL 

tiORTlOJLTURE !'OR COLOifY ACTIVITY, J.S lC E1' UftRIEO 01 LAROB 

SC,\LE BUT l:'f;;nYI'Ji ~RS &J CCJ!:SSPOL ON A SIW.L SC.U.I!o 

75 

GEOROf. II IICBftlDlt . 7l0 l iA DE LA PAZ 

PACIPIC PALlbAOES CALIF. 

Regraded Uclassified



WUT&HII 01101 

CA14 S U Il L COt.LECT 7 IURA l/141 - S~.lJIOIIC.l CALIF 19 

DR 1.5ALUi BO\\lWl 
OAJ: PL B.U.TO 

t lil POLLO'IIIO ST.l1'EIIEN'f PREPARED APTIR COISOlof.l'fiO. tiift Ill 

COLL£AOUE8 OOCTORS Jl'IT20JBO.JI POLI TI CAL SCIENCE .AJID IIIJUIIr 

HIS'l'ORJ BOTB 01' WliOI SPin' R!C!IIT II>ITIIS II CI!Hft.AL AUI! ICAo 

T uS &J IIIIARIZ.t!S OPPOlmJJ I'f i ES PO R AGRICULTURAL COLOIIB&. 

Ilf DOSTRIAL AID COIIIIBRCIAL OP!JI.DIO:. FOR !. IIIT E.O SUlliE!! IUOII! 

ll!! I!XPEC:riJ> II 'l'IliR. lll.lOU P OR .lORlctlLTURAL .tJD DIC06TB.UL 

L.r.BOR !XTP. IOli!LY L011 D ALL SECTIOI S. HO.u) SX&TSE B! IIO 

ACTlVELY BXTEIIO!a> Dl lolOS'f COUITRn:B AliD AIR SERYIClt IIAXB& 

MAJIX II.EOI O.S I.Bl!Ll t.CCEDS&BUI. 

COST.lRI CA OP'.I"!R6 HES'f POGSJBILITI!o!S !'OR ! .!YE!Ul. 

10 , 000 GROUPS. COOURY O!JI)CRATIC AJID 8XIIPA1'H.ET I C TOt'.tRD 

Dl.UGIIJ,U~. OPPER Ri ll OP ll!SEf.l. Cl!l'f!W. AlZD DPPtB 8LOP!8 

B&XOI O THAT Bill COITAI.II PERTI!.E YOLCA!IIC EO!L 'aLt. DIUDKD 

U S I LY C!.~ A'f ELP.l1' lOll Of' ) 1 000 to 6,000 PEao WBILE 

LO "'!II !l..!YATIOII OP IIUETA ARa 'flilcni P!OPL!.D BIGJI!B 

BL.IIlA'fl018 .lBlt U [ 'ILY DIWIIUD. D:UT.AIC. TO IIAJIUr 10'! 

Ga.AT OYER I AIB ROAJle RAP IDLY I BDO IIIPJIOQI). CLUIA'fl 

!XCIIJ.Eft. WlftURP ILOII TO'I.tRD UCAUGOA .lLaO 8P.l1Ul1Ll 

76 

Regraded Uclassified



17 
- 2 -

C.Al4 2/160 

DI IIAJl lTliD :JID ABOVE .)1 000 P'EEr OFPERS POSSmiLIT il'.S 

p,.R'UCUL.Ull.X ABOUT 8.1!/.00.A? ERS OJ' b.tHCARLOS .lifO 011 PJCIPI CWARD . 
SLOPE. PEII DISOLA 01" tiiCOYA :l.SO Of'P'BRS POSSDHLITIES AS DOES 

H ~TIIER ROOGB WOIITA DI Tt...'l.lu.IIi OP' TAL.AIWIC.A COH.DILLetu.. IIOST 

OJI' R • .OIONS t.IMIOii~ ARE SU ITABLE POR CtRE.U.S BEANS AID PRUITS 

P':lR ~UBSIST.A!iC& /,GRICU!.TURE AJID COJI'JPKE I'OR EXPORT. Til lS 

CO<JIIT:Rl PART I CU LARLY ~TRACTIVE Br!CAI)SS POl'UL.tTIO$ I S l«lGTLY 

\lli l'l E. 

ROJ OORJ.S. l«lST OP' blG8L.AIID .)1 000 TO 5, 000 JIEZ:r 

f LJ:iVATIOll COII'l'J.INS SPARt>B POPULATION. THE SOIL IS GOOD THE 

RJ.l!l VARI ES P' ROII ) 0 - 50 DCilf.S RESULT I!IO Dl A GOOD OROi,'fB 

OF Vl:.Gc:l' A'l' 101 , ltD JUC.K!.Ll:.~iT I'ORo.."'TS Ovt.R IIJCB OP' TIUI ARIA. 

LONG D!II SUSOII P'ROit ltOVEIIBER TO APRIL OPl"fRS A PROBL!II AID 

111.6 liELPED TO lt :BP AGR I CULTURAL D!VELOPIWIT DOliJl BOT S &OULD 

!lOT PHEVEJIT il:XT'OIS IV.! PROl":rtABI..E ORJ. IJ P'.ARIII lJ G U ROAD6 ARB 

COHSTRUCT E.D All OUTI.l'."1'8 TO IUJ!KET THOUOII I HTEliSIYE .t.ORICULTURJ: 

W.':l li EV~;R Ill> PObS m LBo .A WCll LAROJ::R Atl lJIAL POPOLA1'IOI 

SIIOULD BE ?OsSmL! AI.SO WITH m TBLl. IOEIT II!J.SURES AGADI8f 

TICKS lii! I C!! 110\t COHbTIT".n'E /. SRRIOUS 8AJD1CAP. 

\ 

Regraded Uclassified
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Mill IJO TOO Ol"f'BRS GOOD POSSIBIL.l1 IZS MOt.ll DIPOSI'l'S or OOIJ) 

J\llD SILVER BEiliO NUilEROUS. Tllt::DE AHf!.AS liRE SUITABLE J'OJI 

? IOJ l.WR l>hTTLEIIEIITS AND WITH PIJRTHER Er.'D SIOII or ROAD8 AI D 

RAILROA DO SH:)ULD SUPPORT IWIY l Ot OOO GROUPS. Pill! LU• l'.liiiO 

IN006TRY AL60 PROII -S DIG. AT TLTUDE OF COVBRJUIEft TOWARD 

III.IIIGJU T l Oti OOtmr lUL • 

.UCA!UOUA. Ui'UNDS PRO• lu.TACALPA TO UPP&R S.llCOVU 

!U:.GIOU SPAHSELY IlliWII'l"EO BUT CJ.PIJ!LE OF SiJSTAIHIIG TIO OR 

THR!E 10• 000 CRO:Ji?S DY sqJNli&l' ANCS A01H ctJLTiJIIE1 TROPICAL ~D 

78 

llUBTt\OP IC.AL llOltt lctJLTURB, AliD COPI"Ire PROOOCnlO FOR EXPORT \ 

IF IU.R!C.ET EXISTS. ROADS FRO It .IU.IIAOUA AIID TO ATLAHT IC COAST 

RIVt HS llEUlO I liPROVEil. 

OUATEilALA. T\:"0 RtGIO!lS OFFW. COOD PROSPECTS. 

: lOI!LANDS or .oU.'U. f ERA ?A2 3 , 000 to 4 , 000 f'I!BT EL!::f ATIOJ 

W.VE flUI.TBI'UL CL.IIL\T£ , RIC!i SOIL, ABUIIDAJIT flGB!.&1'IOIJ 

B~J.fY IUIIIS , BJ 'r 'l:' lTB GOOD DIUDIAG£ 00 1'!: TO UI DBRLYIIG 

Ll llESTOBE. li.OAD SYSTCII OJIDER COHSTRUCT lOIJ RA ILWAX AliD RIYER 

tli.ITI.!:T TO LIVIIIGSTOif.; AIR LliiE TO OUATI:JU<LA Cl'l'X . ANOTHER 

B!GIOII I S li l08 J:lf! PA.R'l' OP l'.estEillll Y. II D PACll'I C COASTAL PLAD 

K.o•ST AIID -~ JPROK COATJ!PEI.Ul AID ALOI C POOT OF YOLCAJIIC .R.AIIOI 

Regraded Uclassified



- 4-

C.Al 4 4/l. 78 

!J.ST'I!ARD PROM '!!limE. T HI S IS P .lill)IIO!IT SLOPt ABO"J'l' 1 , 000 I'El.'f 

t> I OH!S!l TIWI !Jt; J:CHBOi\DIC UNl'ri.» 1'RUl'r COIIPAJl BAJIJ..JU. liEOlOJI, 

flU,!. ORAIII.!'J> l'OLCIJHC W I L SUI"FlCI EIIT a.tDrALL aD !XCI!LLEfT 

T./..TER SUPPLY • SO &IE DJ.UOER OF 11/,LARlA. 0000 POll C.ATTLE, SUO.AR 

CAN E., CORN , BCAUS, TllOP ICAL AND SIJ8TROPICA!. f'RU ITS. llO.t.D6 

!.:..~ D ':0 OUJ.T £1U..L.Ul OI OOLJ..JID AND Rl. ILROADS TO ?ORTS OF OCOS 

t llO Cli.IIW't!HICO. i?RUOILWLY TI!H Pt."TEH REOlOH THOUOD OIICI 

OCCUPl iiD BY t>OPULODS IIAXAN ClTUS l S Dl?O~biBLE HOYt UII LESS 

•~rl ..11 :::US1V!. PROGRJ~tl OJ' IIU.u.RU .. lUDIC. TIOII COUt.D B.! CA.I!RIW 

OUT. THE T\\0 RECOJOWID.&D OUATEIU.LJIN Rl::GI'JII& AIJU'AD'f CONTAIN 

IUHY C£RIWI FIHCAb, IIAillLY COJil'E!I: F t !U4S, ALSO SOliE Dll"LOEN'UAL 

illO!.lhll /.liD .t.Ul::BICI.!I r 1.R11 OUERS. s:}BTROPICAL HOR'I' ICJ LTORB 

hb Yl:;T J JIEXPLOl'UO BUT PROII !SiliO. GOVSWIIlFJIT l. l.K!!Li TO I'AVOR 

lllillCIUliTS, BOT S O!Ul FOREIGll l.AMD O'.~HER!i !. l.KELY TO OPPOSE. 

lli 110'1'!1 •EO lDlfS DllllGRJJIT<> I:I IGH7 B ~TER B~ 5CATTE'lfD THAll 

CO!ICEl'ITR.hT:.O Ill COIIPACf OOLO!IIES. A'{A ILAllLE LANDS OCCUR IN 

I. I ll IT F.D TRJ.CT S • 

BRI TISH llOII IlU~S . ( SELI C!) IRTERIOR S ILl. COUIITRY 

Of T llli SOUTH t/OU LD S E!N TO 01'1 ER PLAC.! J'OR MAllY SE!'T!.~PS Dl 

COUIITRY BE1'TER TIIAI 111 B:.LICE WHERE OV!R 1 1 000 tiB lTES ALRE.Ult 

!.IVB. tHIS 11Q0l.D STRBIIGTBDI BRIT J.IIl' 6 BOLO 011 18£ TE.'UIITORY 

79 

Regraded Uclassified
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CA14 5/172 

PAJAMA. !RE PAC17I C SLOPE lttSTlfARD I'ROIII TU CAJIAL !0 TIIJ: 

CO&TAlUCA BORO!JI IOULD SlWl !0 OI"I'!:R ROOIII AJIO 8U1UBLI 

CONDIUOU FOR STsVI!R.tL 10 1 000 CROUPS. ISOJ:.AUO U.LLB!II 

Wl'l'I!DI Tl:l£ CBIRI ((U l I!OOI TAINS ALSO OP'I'l!R LlllT!D Sl!!ll AT 

ELUJTI ONS 01' 1 1 000 to 21 000 FEBT. TB! COJ.STAL PLADS ARJ: 

SPARSELY DllABIT!D AJID Tl:lB l'OOfRILL.'> LAJICELY UliDETELOP!D. 

! !!!! P.ECI OI IS DRX EIIOUCB I"'R BU LTBPOL LIVIIIC, BUT Wl'1'11 

SUI'YICII!JI1 RJ. DI FOR PASTORE, CEREAL COLTIVJ.TIOI AJIO P RU IT 

OROWIIIOo ACCI!SS T O PORts IS EA6X ABO A ROAD I' ROlli THE CAIIAL . 
RUCI!F.B TO B~OBP O.niP. 

SAL"f.t.OOR. TIHS CQUITBY PROBABLY OPVSRS 1 0 

po:;smiLITIEB DCIJ: 1{) D!IISE POPO LATIOI IJJD DfTPJfSil'B 

DEYELOPII!!ft' • Oil!IRAL COI S IDERA!IOIS. 

1101110 L0\1I.AIIOS HAVE l OT BII.EII SUCG!S'l' ED BECAUS& or 

UIISU IT:JILE lii.:ALTll CONDITIOIIS. EACH OJ' T l:l8 Sll.'TEJUL COUI'I'Iti i!S 

COULD PROBJ.BLX ABSORB A I.lllTRD lUMBER OF DIDIVIDOAL8 

PARTICU LARLY o r Tl:l8 PROfii!Sbl OIIIAL CLASSI!B AI D TBOSJ: 

tli.At!ClALJ.Y .lBL! AID PREPARED !0 OJIDBRT~ DOO~ OR 

LIORTlaJLTORJ.L T!RPRISEB. W.B WOULD ITRJSa StJBTROPICAL 

IIORTI CXJLTOR!l FOR COLOIJ ACTnm, AS IE! OII'!'Ril!D 01 I..UIOJ: 

SCALI BOT ETEIIY.IIJIS 6UCC£SaiUL 01 A SIW.L SCALE. 

80 

GEORGE Ill MCISIIIDJ: no lU Dl LA PAZ 

PACIPIC PALibAOY CALI1e 
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Wl.STERJ 01101 

CA14 811 NL COLLECT 7 EXTRA l / 141 - Sl>ll'l'J.IlOIIICA CALIP' 19 

DR ISAIAH DOr, JIAN 
Ot.K PL BALTO 

Tdi POLLO'UliG STATEliE!lT PREPARED APT1!11 COI50 LTATI OI YIITJI Ill 

COLL!i.AGO!i.S L<lCTORS I"ll'ZCillOll POLI TI CAL SCU::ICE AND BUSS!X 

!! I STORX BOTII OI" Yla OJI SPEIT RECENT l«lliTUS Dl Cl!liTRAL AlfER ICA. 

T .IS SUiflU.RI.Z.ES OP?ORTUJIITI ES I"'!l AGRICUt.TURJ.L COLOlf iES. 

IIIDOSTRI.A i.. JJID COJIIIERC IAL OPUIJ:MG:> FOR LIJlrrED NOJISER IUGRr 

B~ EXPEC'l'ED IN TiilB. \l.AGJ;.S F OR ACRI CULTORJ.L AID nill06TRIIIL 

81 

LABOR EXTRE!ti!LY LOY. Dl ALL SF.CTIOlf:> . ilOJ.D Si'STEIIS BEI NG \ 

.I.CTIVELY EXT EIIDIID :Ui ltOST COUll l'R I I«> AND .i. lR SI:RVICE MAKES 

IIJJt~ Rl',QI ONb JI EW~ aCCESS.ABL&. 

COSTAJUCA Ol'ii'EHS !:lEST P06SIBI LITI ".S l'OR S EVERAL 

10 , 000 GROUPS. COOJfTRY DEliJCRA'l'IC ~.lf D SXIPJ.'l'iiET IC TOJ:ARD 

IMIIIGRA1'101 . OPP &P. R!Jt 01' llP.SE!'A C»fTAAL .AllD O?PfR SLOP~ 

BnOII D TllJT RIJI COMTAI!f l'ERT IL! 'fOLCI!lt iC 60 1!. I> ELL DIUU ED 

W.bl~ CLl".A1t.E.D J.! l::LE'f.A:rlOJI OF 3 , 000 to 6 , 000 l"£1!:1'. WHI LE 

LO, l::ll l:.LJ::YJ,TIOBS 01' MESETA ARB THI<XLY PEOPLJ:.D HI GHER 

EL*-t'l'IOI S ARE SPARSELY INBABITBD. DISTA.NCJ TO IIARU:r !lOT 

GR!:t.'f OV&H P.A IR !lOADS RAP IDI.Y B h iNO IIPROV'ED. CLWTJ!: 

KXCILLEn. W.!STIURD SLOPE TO'URD NICARAGUA ALSO SPARSELY 

Regraded Uclassified
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- 2 -

CU4 2/160 

IIIIUBITED ~0 ABOVI:l ),000 nEr OFFERS POSSIBILITil!S 

P .. RTI COLARLX ABOUT BEI.D\i'LTBRS OF S.&JCCARLOS AID OR PACll'lCI'ARO 

SLOPE. PEII DISOL.A OP' NICOYA ALSO OFl'EilS POSSIBILI'UES AS DOt S 

RATHER ROO GB WUI.TAIII T£JUUIN OF TA~IWIC.A CORDILL!RA. IllS! 

OF REO I ONS liM l OllED ARE S UITABLE FOR CEREALS BEANS AliD PRUITS 

P'OR -.OBS IST.uiCI AGRICULTURE .AJID COJI'I'EE P'OR EXPO~. THIS 

COui TRX PARTICOL.ARLX ATTRACTIVE BRCAvSE POPULJ.TIOJI IS IIJ61'LX 

flU IT E. 

liOIIDURAS. IIJST OF BIGIILAJID J , OOO TO 5, 000 l"El'!f 

ELE'fATIOJI COIIT ill liS SPARSE POPULAT 101 • THE SO IL IS GOOD TilE 

ML~ VARIES F ROII J O - 50 IJICRES RESULT IHG IN A GOOD GROJiTII 

OF VP.GE!'ATIOI , lfD EXCELLUiT PO~S OVER liDCB OF TilE ARU. 

LOIIG DRY SUSOI'I FROii HOVI!JII ER TO APRIL OP'P'ERS A PROBLE.II AID 

U..S llliLPED TO !t ~EP ... GR I CULTOIUL DEYELOPIWIT 000 BOT SBOULD 

liOT PREVB2JT ID.T EIIS IVE PROfiTABLE GRA III P'ARIH JIG II' !lOAD6 ARE 

COIISTRUCT O.O AS OUTIJ:."l'S TO I.!.ARKET TROUGH IHTDS IVE .AGRICULTURE 

lli1 X Ill EVER Bh POSS mLE. A IIDC£1 LARO ER All IIIAL POPOLAT IOI 

SBOO LD BE PO~;SIBL! ALa> WITH INTBLLI OEJIT ltEJ.SORES .AGADS! 

TICKS 'IHI CB 110\J COIISTITOTE A SERI OUS IWIDICJ.P. 

' ' 

Regraded Uclassified



- ) -
C.U4 )/160 

tllliiiiO TOO Ol'FJo.:RS GOOD POSSIBILll'Ii.S JtNOfiJI DEPOSITS 01' GOLD 

AlW SILVER BEiliG .NUIIJ:llOOS. TlifD.& AREAS ARE SUl'l'ABLE FOR 

PIOIIIEEH SEl'Tt.EXEUTS .lJJD IHTH I'U RTllliR EXl'FJISI OI 01' ROADS A.ID 

RAILROADS SHOULD SUPPORT MANX 10 , 000 GROUPS. PDf.& W IIIERIIG 

IIIOOST~ SJ.SO PRO K1SIIIG. AT TITUDE Ol' GOVERJIIIEI'! TO\,ARJ) 

Dll&ICfu.T I ON OOUBTPIJL • 

.NICARACOA. UP LAN DS I'ROI IIATACALPA TO UPPRR SEGOVIA 

ttl:.GI OU SPARSELX Dll iWH'!'BD BOT CAPABLE OF ECSTADIDIG no OR 

THR.BB 101 000 CRO:Ji'S BX SOBS 1ST AliCE AOll iCUI.TU!lE, 'fROP ICAI. AIID 

liUBTllOPICAL llORTICOLTOXE, ABO COFF~ PRODOCIIIO FOR EXPORT 

IP' W.!OC!Jl'l' EXISTS. ROADS FRO Ill IWIAOUA J.IID 'i'O ATLJ.HT IC COAST 

li IV£HS llE lUO DIP ROVED. 

OUATEIIAL.A. Tt;O RW I O!IS OP'FEh GOOD PROSP.EC'l'S. 

•!IGHLJ.IIDS 0 1" iJ.TA VERA PAZ 3, 000 t o 4 , 000 P1!E1' ELEVU I OI 

t!J.VF UE.U.TBI'\JI. CLDIATE, RI CH so n., UUJDUT VEGEl'.&'l'IOIJ 

fi• AVY N .DIS, BJ 'f fH'l'B 0000 D!IAINJ.OE DUE TO UI DERLXIIG 

I. lln:STOll£. RO»D SYSTCII OBDER CO.NSTROCT lOIJ RAD.l'!AI .t.HD R:rfER 

OJTLET TO LIVIBOSTOJI; AI R I.IIIE TO OUATI:lMALA CM. AliO'fllER 

B!O'IOII I S lllCR~ PAllT OJ' WESTEltN &NO PACIPI C COASTAL PLAIJI 

EAST AHD •EST FROK COATEPEt.,Ol'l AIID ALOJ C P'OOT OP VOLC.&.NIC RAIO& 

83 

\ 
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C.U4 4/178 

l!ASTURD JPROII THERE. THI S IS P.lliDMOMT SLOPE ABO!JT 1 1 000 J'E£1' 

UI OIIER Tl:WI !JBICHBORIJIO UNU ~.D FRUIT COIIIPAn BAJIAIU 11£0I OJI 1 

l/EI.L DRAINED VOLCAN I C SOI L SUI'FI CI ZJIT iU.DII'ALL A!ID El.CELLDIT 

84 

l AX ER SUPPLY. SOI:.E DMIGER OP IIAW.RIA. GOOD POR CJ.T'l'LE, SOOAR 

C.UI£ , CORll , Bcs.JJS, TRO? ICAL AJID SUBTROPI CAL l''RU ITS. llOAD6 

t.:.. D '!0 CUAl'Ew.LAli lll OHL/JiDS AND RJ.IL!~O.t..DS TO PORTS OJ' OCOS 

AIID CIU!lP.ERICO. PRESOIWlLY Tift PI:.'TEN REG I ON THOUGH OICE 

OCCUP It;O B~ ? OPULOUS JU.YAJ'j CI TI ES IS lli?OI:S IDLE IIOt UIL!!SS 

d l JTJliSIVL PROGRJ-!4 OP WcLARIJ. ..RADI C. T I O!f COULD BE CARRIED 

OUT. THE TV.O JlECOIOIEIIDED OOt.TJ!JU.W.rl RBOI 'lliS Al.JlEAO't COiiTAIN 

IWIY CERIUJl FINCAS, IIA INLY COYI'EE tiRMS, ALSO SOliE INFLUENT UL 

UIC!. ISH AND AKER ICAll P'ARM OU ERS. SUBTROPICAL HORTICULTURE 

J.b Yl:;'l' IJ!f&Xi'LOITJ:;D BOT PROll lSDIG. OOVERIIKDIT LJXELY TO I'J.lOR 

l iOilORJ.NrS, BOT SOil\ FOREI GIII LAll i> OUI!ll5 LIKELY ! 0 OPPOSE. 

Ill BOTH '!EO IDliS DUIIGJUJI'l'S IIIGiiT 8 F:I'TER Bf: SCJ.1'TS.'tnl T1UJ1 

COHC!l!TRM.::.O Dl CO:.PACT COLOIIES. AVAILJ<BLE LAJIDS OCCUR Dl 

Ll!fiTKD' TRACTS. 

BRITISH t!Oli DURAS. ( BELI CE) INTERI OR HILL COOJITRY 

01' T.ll.l:: SOUTH t.OULD SEBll TO OI'P'ER PLACE P'OR JU.NY SETTLERS Dl 

COUITRY BF:rTER TI!Alf Ilf Bhl. ICE WHER E OVER 1 1 000 I'IB lTES ALR EADY 

LIVE. Tll ll> IIOOLD ST!lENGTJml DRITAill' S BOLD 01 TBE TE!lRITORY 

• 
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C.U4 5/ 172 

PAliAWA . '!'HE PACI.I'IC SLOPE VIESTYIARD PROJI '!'BE CANAL TO TBI 

COSTARI CA BORDER WOIJ LD SEEM TO OFFER ROOII AKD SUlUBI.I 

COJIDITIOI S FOR SEVlmAL 10 , 000 GROU PS. ISOLATED VAI.LEIS 

WITHUI THE CHIRI C(O I JI>011'J'AI!IS ALSO OI'I'ER LX.ITED SlTES AT 

£L!YI.'!'IOifS 01' 1 , 000 to 2 , 000 FEBr. T B! COJ.STAI. PLADS ARI 

SPARSELY DIBABI '!'ED AJIO THE t OOTHIJ.L<> LARGELY 011DEYELOPED. 

'I'H~ I!EGIOI I S DRY EIIOUOB !'OR BEAJ.THP'OL LIVIlfG, BUT WITH 

SUI'l'ICIEJrT RJ.llf FOR PASTORE, CERUL CUL'J'IVJ.T IOI .AJID r RUIT 

GRO\\DIO. ACCESS '!' 0 PORTS I S EASY AlfD A ROAD !'ROll THE CAIIAJ. 

es 

REACHES TO BE.YOJID D~YID. \ 

SALVADOR. THIS COUITRY PRODABLY OFFERS 10 

POSSmiLlTIES DUE TO DEliSE POPOLATIOJI AND Dn'!IISIYE 

DBY£LOPII!lft . Ol31ERAL CONSIDERA!IO.S. 

IDJIIID LO\"il.ABDS HAVE lOT BEE!! SUOOl'S'I'ED BEC.tUSE 01' 

UISU I'I'ABLE BUL1'H COHDI'I'IOIIS. EACH 01' ! B.B SBYER.U. COUJITJIIJ!.6 

COULD PROBABLY ABSOBB A Lan'F.D IIOIIB!JI OF DlDIYIDO.U.S 

P.t.RTIOJLARLY 01' !HE PROI'ESSIOIAL CLASSES AliD 'I'BOSI 

FDIAMCULLY ABLE AliO PREPJ.RBD TO U.DEIITAD IIOOS'I'BUL OR 

UORTI COLTORAL lliTERPRISES. W.! WOU LD S'I'RISB SUBTROPICAL 

UORTiaJLtURE FOR COLOIY ACTIYm , AS I~ OJ!RI BD 01 LJ.ROI 

SCALE BUT E"flmnBEIU!: SUCC!SSPUL 011 A BIIALL SCALE. 

GEORG! II IICBBID'I no VIA Dl LA PAZ 

PACD'IC PALISADU CALD'o 
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TREASURY DEPARTMENT 06 

INTER OFFICE COMMUNICATION 

o ATK November 21 , 19}8 

TO 

SubJect: 

Secretary Worgenthau 

llr. Haa~ 
The Bu~ Situati on, 
Week ending November 19, 19}!. 

Concl ueione 

(·1) 

A marked i mprovement in new buying dur ing October and 
early November , which hae built up baokloge ot unti lled 
orders in the eteel and automobile i nduetries, will be an 
important sustaining t aotor in production during the r emai nder 
ot the year. An rRB index ot about 100 i s expected t or \ 
November, as compared with 95 in October. 

( 2 ) 

The sensational upturn i n automobil e output, which 
dominates the current business rise , ia backed up by consumer 
buying i n excess of current producti on and by low levels ot 
new- and used-car inventories. Production baa apparently 
not yet reached the level ot basic demand, according to 
tent a tive estimates for November, although it ie approaching 
that level. 

Somewhat greater caution i n apprai eing the early 19}9 
outlook ie euggeet ed by (a) an apparent f urther weakening 
i n the economic eituation abroad, reflected in declines in 
toreign currencies and heaviness i n t oreign eeourity aarkete; 
(b) deol1nee in domestic etook pr1oee to below the pre­
election lowe; and (c) a o1oeer approach of induetr1al pro­
duction to the eatiaated deaand level, asking it t emporarily 
more TUlnerable to adveree 1ntluenoea . 
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Automobile exoanslon soeeds recovery 

Looking at the business situation as ot mid-November, 
we find it dominated by a sensational recovery in the auto­
mobile industry. Automobile output has expanded in successive 
weekly gains since the middle of September, this week 's out­
out ot 96,700 units establishing the highest production rate 
since August 1937. {See Chart 1.) The automobile industry has 
been largely responsi ble tor the rapid fall improvement in 
s teel output, and for increased production in several related 
industries. 

The foundation for the abrupt recovery was laid last 
spring and summer, when the efforts of automobile companies 
t o work ott heavy new- car inventories resulted in production 
being depressed tar below the level of demand. By this cur­
tailment of production the companies were successful in 
reducing not only new-car stocks, but stocks of used oars as 
well, to normal or sub-normal levels in relation to sales, 
thus creating a situation where new-oar demand would be re­
flected immediately in production. 

The combi nation of decided ohanges in 1939 models, 
reduced prices, and increased buslnese optimism, has resulted 
in an excellent sales response this fall . General Motors' 
average dally sales to domestio consumers during the first 
10-day period of November, 4,500 units, equalled that tor the 
same period last year. A more satisfactory production out­
look than l ast year is indicated by the fact that General 
Motors ' output of go,900 units during the first two weeks of 
November compares with 91,500 units produced during the cor­
responding period a year ago, while its stocks of new oars 
at the end of October, 72,goo units, compares with stocks of 
151,600 units at the same date a year ago. The immediate 
outlook for the industry, as indicated by data of this cor­
poration, appears a healthy one . 

Trade reports mention that backlogs of orders tor 
practically all automobile companies are at the best levels 
in at least 12 months, and t hat retail deliveries 1n several 
instances are being delayed as much as five weeks. This is 
exoected to hold oroduction at relatively high levels during 
the remainder or the year. 

• • 
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In the longer term outlook, t he trend of consumer demand 
will be t he determining factor in production . A t otal domes­
tic production ot about 385,000 units now seems likely during 
November, which would raise t he FRB adjusted index ot automo­
bile production to about 100. We have made a tentative e stimate 
ot basic demand tor November (8bown on Chart 2), which rises 
above the level ot production, due to an expected further in­
crease in f actory payrolls and an expected rise (on a seasonally 
adJusted basis ) i n tarm incomes. It will be noted in Chart 2 
that on a few occasions in the past several years automobile 
production bas increased beyond the level ot basic demand, but 
t hat in each case a setback has shortly f ollowed. 

Steel cutout at higher r et e 

Steel i~ot output increased t his week to a new high f or 
the year at 62.6 per cent of capacity, representing a gein ot 
1 . 6 pointe over che preVious week. New orders reported th1e 
week by the U. 8. Steel Corporation were at the equivalent ot 
62 per cent ot capacity, approximately the same ae the current 
operating r at e tor the i ndu stry. This represents a decline 
trom lest week's orders, which were at an equivalent rate ot 
71 per cent. With the support of large backlogs of unfilled 
orders booked at recent low prices, nearly all mille, according 
to the Iron Age, wil l be able to maintain their present 
ooerating rates to the end of the yeer. 

The rise i n steel oper ations bas been accompanied by a 
gener al advance in steel scrap prices, which has raised the 
Iron Age composite c ries to a new high t or the year at $1~ . 88 
e t on. This comoares with a price ot $l~.50 last week . 

Some observers in t he steel ~rade , ae well as economic 
analysts, express the opinion t hat steel pr oduction currently 
is in excess ot actual consumption, s ince mills have speeded 
up production in order to complete delivery by the end of 
December on recent orders for automobile steel t aken at low 
prices. With these orders the automobile companies have tilled 
at least a part of their requi rements for the first quarter ot 
1939· 

Tentative estimates ot basic demand for steel (See Chart 3 ) 
indicate that steel production during November baa i ncreased 
to aoprox1mately the l evel of demand. On several occasi ons i n 
the past few years production has exceeded the demand level, as 
estimated by this method, but i n most of these cases a temporary 
decline bas almost immediately followed the excessive production. 
An exceotion was i n the tall of 1936 and the tir st halt ot 1937, 
when an- extended period ot over-production was followed by a 
prolonged recession i n steel output . 
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Some possibi l ity or a flattening out or steel operatione 
around present levels i e suggested by declines scheduled tor 
next week in several districts. The Chicago district will start 
the week at 57·4 per cent, down 3 poi nte, and Youngs town at 
61 per cent , ott 2 pointe. The rate at Pitt sburgh, leas 
af fected by automobile demand, ie estimated tor next week at 
48 per cent, down 3 pointe. 

New orders in October sharply higher 

Industrial activity duri ng November is being supported 
by an increase in new orders duri ng October, which has raised 
our monthly index (preliminary estimate) t o the highest level 
since August 1937. (See Oha.rt 4.) Substantial increases a.re 
reported in orders tor steel , automobiles, textiles, and 
bu1ld1ng materials. 

\Veekly data indicate that the rising trend of orders con­
tinued th.~ugb the tiret week ot November, but eome setback 
waa recorded during the folloWing week, probably because or 
the election and Armistice Day holidays. 

Some uncertainty in outlook tor early 1939 

Indications suggesting some degree of caution in apprais­
ing the outlook tor early 1939 have assumed more pr ominence 
thi s week. They include (l) an apparent further weakening i n 
the foreign situation, ae reflected in declines i n s terling 
and franc exchange to below the closing quotations on the day 
of the l.!uni ch lowe, and heav1nese in f oreign eecurity prices; 
(2) a decline in domesti c stock pricee to levele below the pre­
election lowe; and (3) indications that industrial production 
has risen to about the level or demand, and has therefore become 
temporarily more vulnerable to adverse infl uencee. 

\Veakneae in the to reign e1 tuation, affecting our domestic 
economy at a number ot points , appears the moa t i mportant handi­
cap i n the road to cont inued domesti c recovery. A substantial 
decline in sterling and the t r anc this week, together with weak­
ness in t he leading stock market s abroad, which has carried 
British rai l stocks below the •war scare• levels establ ished i n 
September, eeeme t o indicate a deterioration i n the foreign 
situation as it attecte American business. 

To bring about a continued expansion ot business activity 
after production ot the maJor consumer geode hae reached the 
current levels or demand, one ot two things seems necessary: 
(1) an expansion ot production in t he capital goode industries , 
or ot such consumer goode aa have not yet reached t he demand 
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level, or (2) an increase in consumer demand. Both ot these 
"ill be affected by sentiment regarding the business outlook. 
For this reason any developments in the foreign situation, in 
or1ces , or in the stock market, which tend to arrect sentiment 
regarding the outlook tor business, may be particularly influ­
ential as business factors at the present levels of production. 

From t he foregoing point ot view, the aPpearance or weak­
ness in domestic stock prices t his week seems or some signifi­
cance. Price averages for all three maJor stock groups have 
decl i ned to slightly below t he lowest levels of the oast month. 
In view or the increase in business optimism generated by the 
cost-election rise, the decline in stock prices to below t he 
ore-election lowe may have some unfavorable reaction on busi­
ness sentiment . 

Summing up the business outlook, it apoeara t hat current 
backlogs of untilled orders, together with an expected con­
t inued good demand for automobiles, should tend strongly toward 
sustaining production during the remainder of the year. In 
past experience, however, an uninterrupted business rise last­
ing as long as six months has nearly always been followed by a 
period or hesitation or setback. Current business data provide 
some indications of increasing uncertainty in the outlook. For 
these reasons a temporary flattening out of the business trend 
during the early part of 1939 would not be surprising, and would 
be in line with normal tendencies in a general recovery trend. 
No real maladJustments in the business structure that might 
suggest a more pronounced recessi on have yet appeared. 

Current business newe 

The New York Times index of business activity tor the 
week ended November 12 rose . 7 ooint to a new high for the 
year at 90.3, exceeding tor the first time the corresoonding 
1937 level. 1Vh1le the increase in automobile production dur­
ing t he week was somewhat lees than seasonal, thue lowering 
the adJusted index, the steel oroduotion index showed a sub­
st antial advance. Lumber oroduct1on was sharply lower, possibly 
reflecting a greater intluenoe or holidays than allowed tor i n 
the seasonal adJustment . The electric power index gained 1 
point, the index tor "all other" oarloadinga was 2. 3 pointe 
lower, and other components showed minor changes. For the fol­
lowing week, the automobile index will be sharply higher and 
the steel index moderately higher, these being the only two 
comoonents so far available. 
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Federal ReeerTe Board etatietioiane unottioiall7 look 
tor an rRB "index ot around 100 tor November, on the baeie ot 
industrial trende to date. 'l'h1e coarparee with a preliainarr 
index ot 95 tor October. 

91 

Deoartment etore ealee laet week aade the 110et tavorable 
ooarpariion w1 th laet year ot any week in recent 110nthe. Total 
ealee ot reporting etoree were 1.3 below the ealee in the 
corresponding week ot laet 7ear. 
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TELEGRAM 
OFFICIAL BUSINESS-GOVERNMENT RATES 

COLONEL MARVIN H. Mci NTYRE, 
W~ SPRINGS, GEORGIA. 

96 
TREASURY DEPARTMENT 

Ott i ci al 
-(T"i.~u;.;;;;;~~=-== .. ;; .. = ... ::: ... .-:oi'~u;;) .... ___ _ 

!foTember 21, 19&8. 

PLI;/•SE DI SREGARD KY TELEGRAM OF TODAY J R! LIEUTEIANT McXAI 

HENRY KOROENTHAU JR, 

\ 
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TllrAsuRY DEPARTMEHT 

TELEGRAM 
OFFICIAL BUSI NESS GOVERNMENT RA'I'D Oft1c1al 

KcKAY COAST GUARD ARRIVES ATLANTA AI RPORT ELEVEN FIFTY FITB 
llOVEKBER T«EUTY FI RST STOP I HAVE ARRANGED TO HAVE CAR 

TO WARK SPRINGS AND WOULD APPRECI ATE YOUR HAVING A ROOM 
~;~~:c)~FO~~Ri Hill STOP J(cKAY I S CARRYING A VERY CONFI DE5TIAL AND 
10 IlOCUlCENT \1HICB I WOULD LIXI:. VERY W CB FOR THE PRESI D!IT 

TB.E FIRST TBiliG TUESDAY MOIUIING NOV!lmER TWENTY SECOND STOP 
APPRECI ATE YOUR COOPERATI ON I 

Henry llorgent hau , Jr. 

\ 
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TIIB48UII'f DIPAJIT ... I 
Ottiot ot t.be Stcrtt&l")' 
Secret StrYiot D1Y1•1on 

To 1 loll'• • Klotz 

Fromt Oh1tt W1laoo 

~ requeated 1>7 the Secretary " 
han e.rroJI8I4 to han an ~t meet 
L1eutel>ell' Mol:q at the Atlanta AU­
port 111 011 tonl.aht and ooDYq b.1a t o 
lam SprUip and b1Ug b.1a back to 
Atlanta when hit a1sa1on 1a pertormed. 
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lle&l' llr. Seoret&J71 

F'EDERAL RESERVE BANK 

OP' NawYoAK 

lo .... ber 19, 19.38. 

Corporaw oaw aeourity financinc coJOp1eted tbie net ne oOIIliMd 

to 01111 bsue - f<),ooo,ooo eerl.&l DOWa aold by P&D-AIIerlc&D Patroleua c.,._ 
paey, to • baDk azxl &II iDev&IICOI ~, to tlmd tupon.ry 10&118 UNd .Uaq 

to pq t or Dew oU t&Dtera. Pl&lla tor an illoreaeed bOUJit or buaiDeaa 

bo1'rowinc are propoe111q, bo"nr . 'l'lle Pb11ede1pb1a Electric Collj)&IIIJ' ia to 

obtain .30,000, 000 ot Dew capital thi'OU&h the aale or tint aortcace 3 1/4 per\ 

cent oblicatione to ineurance oo.paniee1 about t7~,ooo,ooo ot utility oc~ 

new iesuea b&1'e been tiled n th t be S.curitiea and !xcbance Oo.i811oa Dnder 

tbe Bold1q COJIP&117 or the Seourltiea .let, prlJicipelly tor retundinc, azxl 

anotber ~~,000,000 1atil1t7 ref'1111diJlg operatioa 1a upected to be reatetend 

1D a t aw da;ra. 'l'lle proepectin ieeuea, reporwd laat ..... t , rtll beoOM eliatble 

t o ••rge tr ... naietration Dext week or t he 'I'Hk t ollo'1'1q. ....roue other 

tr.....,.ctiona are reporwd to be in preparetioa. 

I.iquidatioa by ill'fUt.Mnt truete ot utUi ty Cap&IV' atoch, in order 

to briDe their bold1qa Dnder 10 per cant ot •Ill' ODe ~·· wtiaa atook, 

t.hua &"'D1dilll olua1t1oat1oa aa a bold1q cap&IV' Dndar the Public ftWt;r 

HoJ..dh& COJIP&JV Act , rtll beaill abortl;r to a4d to the w~ ot Mduri tiea 

of fered. ea..oa 11toolc ot the lorth AMriO&D Cap&J~7 IICII'tb about tl7 ,,ao,ooo at 

tbe ournat Mrtat hu beea nciawnd tor eel• t or tbe aocOUDt ot t'I'D illwaat.­

•nt trute, ud Ollited Corporatica bu ea-oed it. _.. diat&Dt illwatioa ot 

diapodJic ot •ftNl larp b1oob ot atook. Ia noeat yaare preoti~ DO 

--•• atook ot 1atllit;r O<lal*'iu ban 'bMR att.pted, b11 "" ot 
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their low prices and public 111eai'r1J1.Ce comeraiJla their tuture llafet:r. Ull.l.t ed Cor­

poration ball alao &DDOWICed that it intends to enter tba bueinus or DDderwri tiJI& 

•ecurit:r iaauea ot all ld.nde ot iDdwltrl.ee , dn otiJI& upwards ot $3010001000 to tbia 

purpose. Tbie would , ot courM, be a "'Br7 iaportent edclition to the ..rut• a DDder­

wr1 tine capac! ty. 

The laraeet ileue noated this paet week n a $4o,ooo,ooo Dollinion or Canada 

)a ot 1968 at 97 1/4, to 7ield ) .~ per cent, to r etund notes .. turi na Jull&l')' 1 . 

Tbe ieaue wae quickl:r sold and quoted at a tractional prelliUil. The t:zs,ooo,ooo 

Argentine ieaue aarketed loftaber )rd, hanna co• out of 1!7D'llcate, 1a quoted about 

2 point a below the otteriJI.C price ot 95 1/2. Jo other toreian goftrJIMnt aecuri t;r 

borrowi.ngs in this aarket are now in prospect. 

llunicipal awards this week uounted to oftr $31 130010001 ot which the 

larges t wae $19,400, 000 Mas sachusette 0. 75 per cent hurri cane and flood da&a&e bonds, 

due 19)9-4.3. J. larae award bT CoDMcticut 1e echeduled tor lloDday, and one by I n 

York City eoaetae in the next tew days. 

Ron. BeDl'J lloraentbau, Jr ., 
Socretar:r of the Treasur:r, 
TreaiiUrJ Vepartaent, 
11aabington, D. C. 

Ycura taithtull:r, 
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~TING OF FISCAL ANll MONETARY 
ADVISORY COMMITTEE 

November 21, 1938. 
10:15 a .m. 

Present: 

I!." . J r: 

Runl: 

Ruml : 

H. :.!.Jr : 

Tr.ylor: 

H •• A. Jr: 

'l'aylor: 

H. :.I . Jr: 

Rwll : 

H. !.I.Jr : 

llr . Eccles 
Ur . Bell 
llr. Ruml 
lolr. Hanes 
llr. Tayl or 
llr. Haas 
llr. l'lhite 
llr. Currie 
Mr. McReynolds 

"ell, supposi ng we start. l'o'e 111 teach some of these 
boys t round .~ashington wha t it i s to be punctual. 
Have you got & •••• 

I maae up a littl~ agenda . (Hands to H.U.Jr) 

I wished something on you; I 
you're going to take it on. 
di d you hear about it? 

Uh- huh . 

don't know whether 
Fortune Magazine -

They 're doing six round t abl es on Government . The 
f irs t one i s Government spending . And they ' ve got 
ned a coupl e f ellows ... Leon Henderson said it 
wasn't so hot. I can ' t think of this one fellow­
always used to write f or Ha rper ' s - what ' s his name? 

Coyle . 

Incident~<llY , wnose payroll i s Coyle on nnyway? 

I ckes ' , I thi nk . 

They wanted somebody f rom Treasury . I said no; so 
I s ugges t ed you . 

•'/ell, 1 t nlked to the gentleman and I seid lilY 
presence there - "I would be very glad to go, but 
don ' t be surprised if I don't tell you all I know. " 
He said, "All right, just come and be critical." 
So ~ said I would. 

I thought 1t •. ,ould be good . 
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Very t imely. It comes i n Mcrch. 

I tno ugot it woula be all right. 

(~ccles comes in) 

Good. morning . 

Gc-oJ morning . 

103 

You ht~ ven't missed a thing, Mvrr i ner . Didn 't e ven 
declr r• e a cii via end • 

... .-rry f or thvt . 

~r . Secret~o ry, the r1rs t tnir~ I'd li~e to f ind out 
i s wh~n the next meetir~ will be, because I didn't 
fino .lUt tb->u t th.:s one unt!l last Fridcy . 

Th(. t 1 s :lh~< t ~ . :.;c~e:,-nolda i s su,)posed t o do . I 
don 1 t know whr t I t ol d him . 

(Bell comes J.n) 

.'I e ll, I .;unt , unless there is some mater iLl - I 1 d 
like a l it tle bit t o skip next wee~ , beca use tha t ' s 
my fin::.ncing •Jeek, a nd I ' d like to go t o t wo weeks 
from today ; or rather, here ' s toe thing : ne come 
t.~,;t d t h our ·firu.ncing on tbe 5th, 'Rllich is a ba d 
dey, :;o ho ., <bout ?uese!e:y the 6th? Is th~o t t oo far 
off? I c!ln ao it aurJ.ng toe •,;eek. 

Mo naay the 5th - I ca nno t make i t on Tuesday . Mr. 
Sec r e t c.ry , I t k1ink that by next week we may hn ve the 
1937 : nd 19J8 budget s analyzed from this point of 
vie\'/ . If we c a n make it Monday the 5th, perhaps, 
or .... 

• ~ ell, I CLn , but - 1f y<Ju uon ' t mind my j w:l,>ing up 
ana Jown a couple times . 

\':ell, !Jona~.-y the - when we t akt this presentation 
of tne t~o buagets, it ' s going t o be, I think, quite 
dram~:. tic . 

Must it be in t he morning? 
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No, I• u nther have it in the >J ftcrnoon . 

liLv;; s preos conference U<)odcy . I guess we ' ll have 
t ... -~~.:e it .lot1dtY the 5th . It • s ell rignt with me . 
'·" I st-y , let ' s stt.r t b~ lJ : 3J; by thlit time we ' ll 
ttno.v ,·.neto~o: r toe bonos ur~ successful or not . 10 : 30 
..lonjLy tn~ 5th - telephonu ~nd telegrapn . 

Ye~: , s tr . 

I~ U\bt Lll r ight wi t h yo u, .Aurriner? 

i~s , tn~ t s uits me fine . l s n • t it . . •• 

Yes , by lJ : 3J .ve 'll kr.o .. •1hethe r tne is!lue is e 
success . 

You•r~ no t worrying , are you? 

I <.l><t.Y:J Norry until i t ' s o ver . 
tney :: :.y 11' ne doesn' t ,·,orry on 
givt.;s < bum perform~nce . 

I see • 

I'm like th~ tctor; 
the opening nignt , he 

.• ell, lt ctting s omebody " lse • s hc.ving an agenda , 
I'll Lcccpt ~r . Ruml •s . And he ' s got do~n here -
sna I wt.nt you t o kno•y tha t I' m never prepared - I 
met.n n~o just "Tit es it -..urlnt .1!.s slee,>, so you 
... en - a ny boay taat .\lints anytnlng <iown on the l'genda 
see .~ r . fl uml. I t ake it t.s he gives it to me, so 
the 1.1eeting as f a r as I' m concerned is no t - there 
is n.:> t n .a ing going on befor e . 

"1. !l;•ti:m::. l income an" buc.g&t - Tr easury . " 

Tnt t ' a - 1 mi6ht s a y, Ar . s~cret&ry , t hat a l l I 've 
aone is to list to~ seven t opics t o&t Ne ha ve hhd 
c on:.istcntly before us , so the meeting lws not bee.o 

\ 

JLwmed . Thts is !ir . 8at.s 1 s report . 1 
. ,, , 

~ , , lol-l. , 

"N:. tioru.l income .:nJ b~o-.lget - Treasury . • ;.!,u. ""'' •• ,$-

You mi~ht re_call t h e l as t t i me, Ur . Secr etary, that 
I s aid thGt we had it .vorked up on one basis, a nd 
y o u ~sked it' &nybody wus int e r ested in seeing thll t 
bt~sis , they should come i n a nd see me . I talked with 
Currie about it, but oe IV8Sn 1 t interested in thot 
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phase . Bu t we have t hat worked up on one basis, 
t~nd I ' m :tor king i t up on this mo r e complex bosis 
~:nich will toke till some time 1n January . Tha t • s -
the stutus of that is the same - somewhat skeptical 
~hether ee can even comvlete i t in J a nuary - the 
complex one . 

1nis is so brief, I don 't understand it. What is it, 
George? 

It is tire det.,rmination or what on the basi s of t he 
present t ax s tructure - wh&t would be the t ux yi eld 
at various l evels of national income, by v arious 
price levds . 

vu, by pric., levels . 

:l& tioml income can be arrived a t - you can get t he 
same n~ tlon• l income by naving different pri ce levels . 

But > ;)U g~o ve us one . 

Yes, but tha t just assumes one condition 11i th r egar d 
t o price level s . You g et all kinds of combinations . 
Tht.t• s .th~o t tbltes the tremendous computa tion . I 
thl~, tnough, t hat if ~r . Ruml - some of us get 
t ogether , that ~hat I have done may fit t he immedi ate 
purp;)se . ~on ' t have t o go through all that . 

••ell then, we ' ve got t o see solile 

loell , I 've got what I 1 ve &lreaJy done here . You1 ve 
seen tha t . 

But nothing s i nce t hen. 

No . 

Because, going over t o the Pr esi dent - B~nes, Bell 
and I - we ' re usi.ng those figures, I mean; the 
President is much more nati onal- incolile-minded now, 
which I t ake i t pleases all of you. And he 111 went 
t o know about verious levels of national income, bow 
much r evenue could b e expectea on the pr esent t ax 
base ; &nd Hanes was giving him those figures . Is 
that right, J ohn? 

That ' s r i ght . 

\ 
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Now, 1f those "ain't" right 

Oh, they're all right. 

Wh11t? 

10S 

.... 

They 1r e all right . You can get national income -
they're all right, on these assumptions, Mr. 
Secret ary . For example, one «ssumpti on 11e have 
made, which is cleorly indica ted, is that we assumed 
arbitrarily t he ~rice level would rise from 80 
someNbat t o 1~0 in t en years . We just assumed 
thttt • 

.'oell no.,, look, I 1m not &oing out on the end of a 
limb f or anyboay, and I ' m not going to put the 
Presiaent out on the end of a limb. We ' re telling 
him that a t ~60,0vO , OJO, OOJ on the present basis 
he can get around $5,000, 000, 0JO . 

~·our billion, 992 . 

,•:au, five . Hnd then the President says, at 70 
bill i on, which is a hope, as he puts it, we could 
get 

~ix billion seven. 

How much? 

Six, s even . 

Six, seven. 

But baseJ on other indices, too - price level end 
Federal Reserve Board. 

Yes. Is that all right? 

•11 th the combine tion of indices as indicated on the 
chart, that ' s all right, but it doesn ' t mean this, 
llr. Secretary, that 1vhen we say that the - when this 
chart shows at the end 100 billion dollars national 
income with 149 in the Feder11l Reserve index of 
industrial production, und 11lso have there 100 (pri ce 
level) - ~ell , tha t particular combination of those 
two indices is purely arbitrary , We say with that 
combination you get 100 billion dollars mttional 

' 
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income, and with 100 billion dollars national 
incoUie you get such end such revenue . 
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Well now, wait a minute, George, if we can tell the 
President that a t 60 billion dollars he ' ll get -
with the present tax base, he gets so much r evenue , 
at 70 be gets so much, wb)' can• t you tell him at 
ao, 90, and lOO? 

That ' s right, you can. 

Well , what are we waiting f or? Why do I have to 
~ait until January? 

Well, Ur . R~l, some of the other people, were 
interested in a 10J billi~n dollar nati onal i .ncome 
and an 1!0 billion dollar national income which would 
be errivea at at pr ice levels other than the ones 
we assumed. 

Let me Just - because - let me Just thrash this out, 
I mean, here, because lt1 s important, I want to get 
it . If what we 1 re telling the President - George 
Baas is willing to sign it and stake his professional 
r eputation on t he figur es that we•re giving hi.m, 
which the President most likezy would use publicly, 
tba~ at 60 billion dollars the Treasury t ells him 
he ' ll get roughly five billion dollars a.nd a t 70 
billion dollars, he'll get r oughly ••• 

Six, aeven. 

•• • six, seven- now, what the bell more does 
anybody want? 

olell, this point 

What I • m trying to get a t is, are r.e over-complicating 
this thing - I mean making it so complicated that 
everything is stalled? 

lio . 

See? 

It is very important, on the intermediate - I don' t 
care about 100 billion dollars, we'll take that wh.n 
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we get it - but it ' s very important on the inter­
mediate that we find out how much disorganization 
is produced by a changed assumption on price level. 
You may have to get your income without an increase 
i n pri~e level; have t o find out what that is . 

\'>hat I 1 m get ting a t, Ruml, is that I want them to 
do everything that they can here to help all of us , 
but on the other hand - I mean why ere the figures 
st.tisfactory for 60 ;..na 70 and not satisfactory for 
80, yJ, unu 100? 

Bec&use the Lssumptions Nith r espect to price level 
ma) not be realistic . 

hre taey ell r ight at oJ end 7J? 

I snould think so. 

Yes . 

I shoulu t hink they ' r e probably all right at 80, 
but I think i t ' s very impor t ant a t a ••• 

"'ut 11hcn this curve begins to go up a nd reaches 
l JO, the t ' s Nhen you' re \Torr led . 

• ne thing I ' m ~orr1ed about ls, you mey not get Ln 
increase in the ;rice level as much as 20 percent, 
or as much as 25 percent; if you don't ge t &n 
incrcuse of 25 percent, you1 r e going to have an 
entirely different figure at lJO bill i on than you 
have a t the present figure . 

But you 're not worried about the estimates at 60 
or 70 . 

tlo, nor even a t 80 . There may be variations, but 
I ' m not ~orried about them. 

But when Ne get in these other things, that's when 
you ' r e ... orried . 

Not aorr ied, but I' m simply concerned about the 
accuracy in r e&listic terms of the figur es . 

1 thi.nk we realize thnt, und we 1 ve got that stated 
in the memor andum. Ana I t hink, Ur. Secretary, you 
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should hQve clearly in mlnd t ha t the t ax yi eld is 
not a direct function of a part icular level of 
nativnal income, because you get a dii"fer ent yield 
depending upon the composition. For instance, you 
h&ve t .. o national incomes, achieved at di fferent 
times, of a hundred billion dollars . They lllBY yield 
different amounts of t &xes because the composition 
may be different . For instance, in one case you 
may have a larger proporti on i n wages and salaries ; 
in another ins t ance you may have a l arger proportion 
of dividends . And t he tax r ates on dividends ar e 
different from t he t ax r~~. tes on wages and salaries . 
bo in any c ase these figures are purely r ough approxi­
mLtions,. an d you h ave t o keep that in mind . 

Let me just - vell, let me just digress - well , it 
isn't a digressivn . Currie , or Ar . Eccles- Mr . 
Eccles first - have you people maae any e stimate 
over there as to wha t you think the nation&! income 
will be !"or the calend&r year 139? 

llhy , we hove made an estima t e as to wht.t the Federal 
Reserve index of producti un would be . I don ' t know 
that tha t ' s been interpreted into national income . 
H&s it, <.:urrie? 

(Nods no) 

We f igure that - the last figures I s sw a week ago 
estima t ed that the year as a whole ~Yould run at 105 . 

'I'h" calendar year . 

Yes, the cul endar yet.r . 'llhich would mean tha t there 
possibly .voula be a high point dur i ng the year of 
as much as 115 or maybe even 120; that the first part 
of the year Noula likely be a good deal l ower than the 
latter part of the year, but, t aking the year as o 
~nole, l J5 . No~, you hove to - thnt naturally would 
bear a very close r elationship t o the national i ncome . 
I t hosn•t- we haven' t undertaken to convert it or 
t o interpret it into national income figures . It 
could be done, on a rough estimate . 

Could you do it ror t his committee? 

Yes, I think we could get at it, don't you, Curr ie, 
on c er tain price level assumpti ons? 105 shoul d no t 
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necessarilJ incur increased - a ay increases in tbe 
average price level. That is, the capacity ot the 
country and the available unskilled labor suppl7 
sbould be such tbat unless we get up higher tban 
those figures there shouldn't be a uterial - it 
should bave very little ettect upon the price level. 
It is only when the production index and the national 
income - an4 this is wbat I think R\lllll is talldDC 
about - get substantiallJ above the prospective 
levels that we can now see at the moment •• •• 

That's why I'm going to ask if you'd be willing, 
at tbe meeting or December 5th, to come in with a 
aeaorandUIII on what the best estlmate is as to 
national incoae tor 1 39. I'll ask Haas to do the 
same thing separately, you aee. 

Wbat I 1m getting at is, if we 1 re down below 80 
billion dollars, end I'm quite sure you will be in 
your estimates - well then, what we 1 re worrying 
about is at least something for 140. 

(Nods yes) 

Wbat? An4 then if Haas says, well, be can' t bring it 
in until January, that's all right . But I ' d l ike to 
have something to be able - an estimate - well, I 
think you've got two weeks to make an estimate, by 
Deceeber 5th, ot wbat you think the national incoae 
will be. The Treasury organization will do one and 
the Fed will do one, too. 

What is it? 

The Fed will do one, too . 

Tbat's ri8bt. 

Swell. Make a note or tbat, George. 

Oh- llub. 

Well now, I t!link we could move on, don't you, 
llarriner, trom number one? We really have been 
talking about nuaber two also, haven't we? 

Jrllmber two, there ' s nothing new to report. Tile 
cbart I 8&Ve last week is all we can do on that, 
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Nothing to do on number two . 

All right. 

Number two is in as good form • ••• 

Now we come to good old bottlenecks, number three. 

We bad that. This - it was also the question of 
t iming and bottlenecks - was given to us . And in 
connection with the matter of timing, that isn•t 
on the agenda today, but we have been doing con­
siderable study on it. And Kr. Currie last week 
brought those charts over, and we worked up some 
additional charts that should be helpful in 
approaching this question of timing . 

Ho•.vever, it is dit'fJ.ful t for us to proceed in this 
matter until we carl1some more information with 
reference to the 1939-1940 budget figures . We 1 ve 
got here: "The work of a quantitative nature on 
this problem of timing i .n 1 38 and 139 awaits upon 
the completion of revised budget estimates tor the 
fiscal year ' 39, and preliminary estimates tor the 
calendar year 140." 

Now, both of these - this work is being carried on 
by the Treasury, and I assume that we ought to be 
able to get those revised figures, had we not, 
George, .•.• 

no, 

because 

we haven't got them ourselves . 
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Well, I don't mean immediately, but I mean when you 
get them. 

Oh, sure. But I 1m telling you - I think it' s all 
r ight to say what I ' m going to say - that we baven• t 
got anything, and this is strictly in this room, as 
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a figure from the President on this so-called new 
program f or national defense . So we're completely 
in the dark. You (Bell) don't mind m7 sayine that. 

Bo, that' s all right. 

What? 

That's all right. 

The President left town yesterday leaving Dan and 
me completely in the dark as to wbat he wants . So 
I think ••• And we're completely in the dark on 
the unemployment figures. 

Tllat' s right. 

So until we have those two figures , aOfthing we 
give you would be Just kidding you. We c ould gin 
you the figures as we had them before we started 
talking national defense, but it's no use giving 
you those, and I 1m not going to kid you. 

What that refers to, of course, is the preliminary 
estimate for the fiscal year '40. There is also the 
question of the r evised estimate fo~ the year • J9, 

Well , tbat's available. 

Well , it basn't been available yet, has it, Currie? 

Mot the r evised estimates since the budget esti.mate 
in July . 

That •s the thing we worked up, llr. Secretary, to 
put in the January budget . 

15th of December is the earliest and possibly the 
25th, around Cbristlll&s, the latest: 

Well, as soon as we could get ••• 

*hen would you have it? - excuse ae. 

Some time between the 15th of Deceaber, the earliest 
date, and the 25th, 28th, somewhere in there. 

or course, that involves the financial prograa for 
the last balf of this fiscal year. 
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Oh yes, that's right. 

You're still al.JIIost as much in the dark on that as 
you are on the other . 

Except that there i s only one item 1n the 1939 that 
we will change materially, aDd that• s the WPA progrSJa 
f or the last six months. 

Yes. 'Nell, of course, there's got to be certain 
things assumed on all this pr ogram . That goes 
without saying . 

Well, you know everything that we know, and we know 
damn little . 

Well, I merely menti oned t hat 1n cpnnec tion witb 
the pr oblem or t iming . For us to do aQf more on it 
other than Just - we•ve worked out what we feel is 
a satisfactory method. Now what we need i s , as soon 
as we can get more accurate information, wh.)T, then 
it can be int er preted as to its effect, , but without 
the information, of course, we can do nothing more 
about it. 

Well, I Just want you t o know that we haven ' t 
got aeything • 

Well, I ' d understood t hat - that it wasn' t avail­
able yet. 

The President doesn ' t get back until the 5th, and 
unless Dan insists on going t o Warm Springs • • •• 

I'm liable t o . 

.. . why, we're not apt t o have •uch more infor .ation. 

I should think they could take the budget sumaation 
for 1939, possibly a dding 500 million dollars for 
WPA - or 400 million would be plenty t o add. 

Bub? Write that and sign your name to it? 

For ' 39, yes . 
will. I hope 
as a maximum . 

Yes, I think on the cash outlay I 
it will be down to 250, but I say 4 00 
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That'll be five months . 

Yes, there ' s already in the budget 500 million tor 
the five months; then increase that item by 400 . 

Oil. 

And I think you 1ve got plenty in 19.39 tor the whole 
program. 

Oh, you mean 900 million. 

But i ncrease the present budget. 

Yes , s1r . I'm not worried about the other estimates. 

Well, of course, there ' s a question too - the 
R. F. C. put in certain e stimates as to what they ' re 
going to use, and Public Works, and then it never 
carries - it doesn't materialize that they - the 
estimates are made up often from figures that these 
people submit as to what they're going to use and 
they doa' t even come close . 

You saw our bubble chart. 

That's what I say. 

The trouble with these estimates ot Danny is 
that they do, though. 

Tbe WPA ••• • 

You know the ones you're going t o use, but you•ve 
got t o take these budget estimates and, based on 
past experience, make your own estimates. 

We always knock ott J esse Jones 90 percent. 

At least 90. 

Well now, t he question ot bottlenecks there. Soae 
work has been done on tllat 1D co~mection witll what 
appears to be one ot the aoat obrtous developments, 
and that's the case of the railroads - railroad 
equipaent. Currie, rou have Uaose charts, don't 
you? 

(Currie place~ chart on oh81r near B.K.Jr) 
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Yes . Do you want to pres ent the cbart firs t or 
the memorandum? 

I tbink per haps the memorandam and then the chart , 

Sere, you go ahead with it. 

•Under the topic •Bottlenecks' a study has been 
initiated of t he ability of the r ailroads to handle 
the peak loads of yrosperous years. As a resul t of 
the preliminary survey, certain tentative conclusions 
emerge , which, if borne out by more intensive s tudy, 
appear to be highly significant. Although attention 
has been mostly directed toward freight cars, it i s 
believed that t he findings apply to other types of 
equlpment. " 

lbe findings are as follows: 

"1. It is estimated that t o handle the volume of 
peak t raffle consequent upon full recovery wi tbin, ·, 
soy, three years, total car requirements would 
have t o approximate 2,000, 000 cars . • 

You notice (on chart) they' r e down now to one 
mlllion seven- that's total cars owned, that top 
line- "··· indicating a short age of 300, 000 cars . 
Adding retir ements, the total requirements f or" -
add.ing r etirements to tbis, which amounts to about 
a hundr~d thousand a year , and making allowance 
also for putting more of the ta:l.-crde.r cars into 
service, that gap between those two upper lines -
" the total requirements for new cars would amount 
to about 600,000 units in three years, or approxi­
mately 200, 000 per year.• 

Excuse me - ne"' cars? 

New car s . 

Hew. 

How, if we t ake a more modes t assumption, •we 
assume a sufficient degree of r ecovery by 1940 t o 
represent about the same degree of utilization of 
our plant capacitT in general as prevailed thr ough­
out the twenties, which would correspond with a 
Federal Reserve Board index of production of 

Regraded Uclassified



Haas: 

Currie: 

H. M. Jr: 

Waite: 

R. II. Jr : 

W11ite: 

a.II. Jr: 

Eccles : 

Currie: 

116 

-15-

between 125 and 130" - which doe sn't seem out or 
the realaa or possibility to aobieve in 1940 - •total 
oar requirements would amount to 1, 900,000 . TakiD& 
retirements at about 100, 000 per year, tbia would 
call r or t otal new car construction or 400, 000 i .n 
two years• - in tne next two years . 

"3. To the extent to which new oars produced in 
1939 rall short or 200, 000, requirements in 1940, 
to handle the assumed volume or peak trarrio, would 
have to be correspondingly higaer than 200,000 . 

"'4· The maximum number or new car s produced in aey 
one year was 150, 000 in 1923. This suggests that 
the capacity in t he car making rield may be inade­
quate to handle the volume or possible new requir e­
ments . Further study is necessary to v eriry tbis 
indication. " The maximum they have ever produced 
is 150,000 ~nd we ' re estimating a need for 200,000 
a year . 

"5 . The same general conclusions apply to other types " 
of equipment. Thus , under the first assumption of 
full r ecovery in three year s , annual new locomotive 
requirements would amount to 3, 400 locomotives• a 
year . 

Full recovery is bow much? 

Full recovery, 145. 

Two years - am I r ight - they made 15 or 25 locomo­
tives . What was i t , 15 or 25 - somewhere in there. 

I think it was 15. 

It was either 15 or 25 that they made. 

I have a t able on that, yes. 

I t was the most amazing thiDC . 

They haven't made aey ror years b.ere to aaount to 
aeytbing; that's the t rouble . 

Now, putting this in dollar t erms - •Construction 
activity i n new equipment or tbis magnitude would 
require a t otal annual outlay of approXimately 
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t soo,ooo,ooo• a year. 

Tllat 1s for cars? 

117 

Cars and locomotives and passenger trains, carrying 
these estimates right through on that basis. 

•7 . In view of the financial cond.i tion of tbe 
railroads, and the tendency for orders to be 
postponed until absolutely necessary, it appears 
unlikely that expenditures ror new equipment of 
such magnitude will be undertaken i n the near 
future . 

•a. Assuming, therefore, the continuance of recovery 
at a desirable rate, there appears to be a very dis­
tinct possibility of a shortage of equipment in 
1940 , of a bottleneck in equipment making capacity, 
and of a comparatively sudden and relatively large 
demand for steel from the railroads superimposed 
on what are likely t o be heavy demands from other 
industries.• 

Will you read that sentence again? 

"Assuming, therefore, the continuance or recovery 
at a desirable rate• - that is, a rate that would 
get us a round 125 somewhere in 1940, and then from 
there on - •there appears to be a very distinct 
possibility of a shortage or equipment in 1940, 
of a bottleneck i .n equipment making capacity, and 
of a comparatively sudden and relatively large 
demand for steel rrom the railroads superimposed 
on what are likely to be heavy demands from other 
industries . • 

And you will notice from the chart, Mr . Secretary, 
that tlle steady decline 1n the railway cars owned 
since tlle twenties- it's gone down steadily; even 
the purchase or the 65,000 cars last year was not 
sufficient to arrest that decli .ne, because retire­
ments are about 100,000 a year. 

I•d like to ask a couple questions . I ' ve been 
sitting in on tllis airplane busi ness . I tllink tbat -
if I ' m r ight, that the locomotive people have kept 
tlleir prices up - I mean whether tlley sold 15 
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locomotives or whether they sold 500 locoaotives . 
I thi nk I '• right. I don't lmow that they lteep 
their price right up - Just about the sue, I 
mean. Bas 8.J11body ever talked to the locoaotiYe 
people - I mean that if tbey got an order for a 
thousand locomotives, whether they would really 
go into production and do something over a two­
or three-year basis. 

I did once . 

What? 

I di d once, some years baclt, and tney said - tallted 
t o the vice president of one of the companies - the 
Liaa Locomotive ••• 

Be represents - they baYe an a ssociation and t he 
Pr esident of Lima has been down to see us . 

I talked to him, and I aslted him wby they didn't 
do t nat, and be said the main difficulty was that 
a locomotive was largely a custom Job, that you 
bad a certain - the tracks were not uniform, a.S 
even the type of trains they had to haul - in other 
words, tbey had to design tbe locomotive largely, 
be said, to f i t certain si tuati ons; but be didn't -
that was bis argument. 

Tbs"t•s jus t like the plane people. But I was won­
dering if the railroad people could get this down 
to two or three types - I mean whether tben tbey 
couldn 't go into producti on on a chain-belt basis 
and really produce some at a reasonable pri ce. 

Well, we had last year 1n a part of the recovery 
pr ogram - we did a good deal of worlt on this whole 
question of railroad equipaent, and I bad s eYeral 
conferences with Wr ight, wbo is the R. l". C. adYiser. 

Good 118D. 

Yes, very good aan, Be did soa e worlt for us. We 
also bad discussed the matter with Averill Barrillsn 
a couple of times, acd we had their controller, 
a fellow that's experienced, to cbeclt a lot of 
our fi&ures aDd estimates. And as I recall, Currie, 

Regraded Uclassified



H.II.Jr: 

Eccles: 

B.li.Jr : 

WIU te: 

-18-

, 4 9 
..1...:. 

tlley pretty well agreed upon tllis problem; tlley 
indicated that ther e was, of course, a lot ot 
bad-order equipment and there was a real dancer 
ot a shortage of equipment . What we were tryinc 
t o get tllem to favor, wllich tlley weren' t particularlT 
favorable to - they caae back witll an alternative 
program - we tried tog et tlle11 to favor a progru 
whereby a Government corporati on would purchase tile 
equipment and would - and tile railroads would be pre­
vented from buying their own equipment, so far as 
it could be first furnished by this corporation, 
the idea being t o do just this th.ing : to place 
orders f or thousands or cars, to try to get the 
equipment standardized, and thus to place orders 
at a time when the steel mills and the equipment 
companies bad no business, no orders; and then tile 
equipment would be available to lease to tllem. 

Tha t would, of course, give tile Government t llis 
self-liquidating project that could be financed 
outside of the budget through tile R.F. C. And over \. 
a peri od of three years it was est imated that at 
least a billion to a billion and a half could be 
done in that field . 

The whole equipment field couldn't be taken over 
at once; it would take time, of course, because 
ther e was the passenger equipment and certain loco­
motives - it was felt that most of the railroad 
freight equipment could be standardized, and also 
certain types ot locomotives, these switch e~ines -
and a certain type could be standardized . 'Ne n 
got a - we' ve done a lot of work on it, and it ••• -
however, that's out, and ••• 

Why is it out? 

Well, it's out unless Congress would set up that 
kind of a set-up . 

Wb;y is it out? 

I think one ot t he essential preliminaries t or bring­
ing it back in again is an appreciation or just this 
problem. Once i t ' s realized the bottlenecks that 
would exist, then some proposal to el~inate t aat 
possibility comes t o tbe tore, and it tlley could sift 
the various possibiliti es, tllis one is 
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Of course, the railroads say this - Wright and this 
fellow from Onion Pacific and Harriman, too, said 
that you could avoid this trouble if there was a 
sufficiently favorable l oan basis made by the 
R. F.C. ; that there would be a great deal of equip­
ment purchased it it wasn't a question ot putting 
out funds by tbe railroads; tb.at maey of them 
didn't have funds and those tb.at did were very 
hesitant at this time to impair in any way their 
cash position; and that it the R.F. C. would make 
hundred percent loans, taking the equipment as 
security, and loan it on a basis ot, say, two 
percent or two and a b.alf, just about wb.at t b.e 
money would cost the Government, tb.at - and give 
them, say, "In order tog et the benefit ot this, 
you must place so mau,y orders now, so many in 
six months, so many in six months more" - in 
otber words, the railroads under tb.at kind of a 
program would come under - would place a good 
deal of equipment because it would not require 
tb.e cash outlay. And tb.ey contended - and I think 
it's correct - tb.at the cost of maintaining a great 
portion of their present equipment - lot of it is 
old and it ' s obsolete, it's expensive to operate 
i t, and tb.e cost of maintaining it and operating 
it is tar more tb.a.n an interest rate of, say, two 
or two and a bali percent and tbe amortization over 
a period of twenty years. Therefore, it would 
actually be cbeaper t o buy new equipment and scrap 
a lot of the old equipment than it would be to try 
to keep tbis equipment in repair . 

lolay I just ask this a minute. I mean I know a 
little but not an awful lot about the railroad 
situation; but I do know about their debt situa­
tion, and I mean I wouldn't be worrying about 
baving tog et a law that they'd b.ave t o buy this 
or rent this thing first; b ecmse if this thing 
was done and tbe people b.ad - shops bad two- or 
tb.ree-year orders, they could cut their prices 
so tb.at no r ailroad could buy as cheaply as this 
central agen.cy . llo tb.ere wouldn1 t be any ques­
tion - I mean you could cut, most likely, loco­
motives 1n half if you gave tbem enough orders 
for two or tb.ree years. 

In this talk tb.at you b.ad - I mean is it - maybe 
it's all been done - tb.e idea of the Government 
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doing this BDd then leasing this equipment to the 
railroads? 

That's right . 

Was that Currie 1 s meaoraDdlliD originally? I' a not 
teasing . 

It was worked up there by • • • 

Well, I mean •• •• 

Don't know wbetber you saw it or not. 

Well, I don' t want to· tease; I saw it, but I sw 
it in the press . 

Mr. Taylor bad a copy of it. 

Wayne - this thing was discussed with him. 

Does tbat need legislation? 

Yes. 

Well, why don't you do tbis? This is what botaers 
me, and I don't know whether S bother s the r est ot 
you - the thing about this present recovery t bat 
bothers me so much is that so much of it depends 
upon the automobile business. I mean the more you 
read - I mean, for instance, if t he automobile 
business should go sour tomorr ow I ' d be worried 
like bell, and ••• • 

And you•ve got t o •• • • 

It I may Just finish a second now - and to bave some­
thing in its place, to take its place, why wouldn' t 
it be proper t o have t his coaaittee develop this 
taoucat of a Gover~ent corporation to build rail­
road equipment and lease it? ADd why wouldn't it 
be proper - I mean let's divide this up, and as 
long as you did it before, if the r est are willing, 
you take it up with Jesse and see whether you can' t 
pusb tbis thing, see? The idea of a Governaeat 
corporation. And, Marriner - and have it sell its 
own •.• 
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Oil yea, sell ita own d ebenturea agaillst the 
equipaent. 

Sell its own debentures. And tbe lUe ot tlaat 
equipaent is what, about 20 years? 

Yes; I th.ink at least the l ite ot the debentures 
should be. The equipaent aay be ~~~&intained -
depends on the type of equipaent, ot course, and 
the usage; but debentures should not exceed 20 
years. 

And I ' d like . a sinking fund and - I aean write ott 

Ot course, r egul.ar equipaent trust type of obliga­
tion. 

Aaortized installlllent paflllent progr&~~~ , 

And then have it - I 1 d talk in teras of a billion 
dollar corporation. 

It ought to be a billion if you're going to do it 
at all. 

... 

Billion dollar corporation. And then do with tbis -
publicize it 1n advance the way they llave done on 
the utility thing, see? I aean get tbis out - tbis 
collllllittee could get it out as a committee and publi­
cize it and educate the public, and then this tbinc -
again, all ot this is in the rooa - the President 
doesn' t feel that he's going to get any railroad 
legislation, tor this very important reason, that 
Burt Wheeler is sitting back and taking the atti­
tude "Whatever ' s going to happen, ! 1111 going to 
hang this on tlt.e President," and tbe President is 
very fearful that be can' t get anywhere . 

And for you people, i~ you'd care to see it, Mac 
and I - which happened to be rtq idea; Mac worked 
it out t or me, worked out in the greate4tvdttail 
for the President eight aonths ago a bill Just tor 
a transportation departaent. It any ot you people 
would like to see that, it' s aYailable. 

Think it would be very well to see it, Currie, i n 
connection w1 th this study. 
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And very ably done. So we have a bi ll for a 
transportation department wbich was worked out 
here. 

123 

The beauty of this procedure, lfr . Secretary, is 
tlla t 1t bas any number of excellent selling points. 
Tile one you mentioned about not being dependent on, 

· not one crop but in this case one industry's pros­
perity. Second, this pr oposal, as it could be 
developed, could f it into that plan or any other 
plan which the Government sew fit to do with respect 
to the r ailroads; it doesn' t commit the Government 
to a course of action which would hamper it in later 
developments. 

Well - and then you can do t his; we can be a little 
bit - slightly intellectually dishonest, we can call 
this a part of national defense . 

Well, ths t • s definitely a part of it. 

Perfectly sound . 

I t ' s perfectly ••• • 

All right, thank you, gentlemen. 
you. I thought I'd r ather say it 
el se say it . 

You1 re clear. 

I wanted t o say i t first. 

Thank you, thank 
than have somebody 

~ounds familiar t o the Direc tor of t he Budget. 

Right on tha t point •• • • 

I thought I ' d better say it before some or these ••• 

••• the surplus cars tbis fall, w1 th this very l ow 
peek of traffic down here, was not greater than 
in the twenties, really, wbich is the absolute -
I mean the r ailroads are Just not equipped t o 
handle any decent expansion of traffi c. 

You know, a month ago you were talki~ t o t he 
Director General of t he Railroads, a.nd Danny Bell 
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took that title a month ago. Danny Bell took that 
title . 

He didn't know it, either, until somebody t old him. 

Yes, I did. 

Stat ionery with a locomotive on i t . 

I could have gotten railroad passes and everything. 

He refused to use railroad passes. 

I feel - we had six employees. 

I was Assistant Director General, and as railroad 
experts we •••• 

You wiped me off on that, didn ' t you? 

Yes, we closed it up . 

I don ' t know of any program tha t bas more selling 
points than this program bas. We haven 1 t even 
scratched the surface of it this mor ning, but last 
year we were prepared tor all of them, and I dis­
cussed this thing wit• the Pr esident and he was very -
he was for i t, but be ran r ight into this problem 
that you know developed last fall with Wheeler and 
with the railroads themselves asking for a f r eight 
increase. 

But it seems t o me that i f we ' re going to approach 
t he problem of a compensatory budget policy, it can 1 t 
be done unless we bring in jus t this sort of thing, 
because that after all is what it amounts t o . 

Tha t • s right . Sweden has t hose things .under their 
control. Sweden has the big industries4~icb they 
expand and contract expenditures , and this is one 
way of doing it. 

Without r unning the r ailroads, without taking over 
the obligati ons of the railroads - you can enter 
this field in - and in no way assume their obliga­
tions, whereas ••• • 

\ 
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Well, Marriner, would you carry the ball on this 
and have something further on it i.n two weeks? 

Be glad to. 

125 

Because inasmuch as you all think this is a matter 
of national defense (smiling), I think we ought to 
carr7 it forward rapidly . 

And national safety, because the equipment is reach­
ing a point at which accidents will occur. 

Would you in doing it - the thought, I mean, that 
as near as possible standardize the freight car 
and standardize the locomotive down to several 
types. I mean that if they need special types, 
let them buy tnose themselves, but - in other words, 
if the railroads - so many coal cars and so many this 
and so many that - I mean if we could get down to 
three types of locomotives and tnree types of freight 
cars, and we'd specialize in that, and if they need 
the other stuff - in other words, wnat I'd like to 
see is to get out a freight car which would be accept­
able to every railroad, and then when one railroad 
doesn't need it a.nd it 1s slack, you can give it to 
another . And depending upon - as the wheat crop 
moves, the freight car would follow the wheat crop. 
And keep it down to that sort of thing, so that kind 
of locomotive could be used almost on any type. 

Then if they get into a higbl.y specialized thing 
that has to take them over the Rocky Mountains, let 
them buy those themselves. 

This corporation could also be used for direct 
negotiation for the railroads on complete stream­
lined trains, something like that, built for a 
long-term lease. Doesn't do away witn the possi­
bility of specifications for individual railroads, 

No, but · r•ve just - I've sat in on this airplane 
business at the Presidentts in't'itation, and 1 111 
more and more convinced that if we can simplify 
this thi.ng. • • Bow many different kinds of tires 
do we buy tor tlae Army? You remember that time 
we ••• 

I don't know -tremendous. 
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It's just perfectly silly . And then we got down to a certain type of tire . I mean it ' s just per­
fectly silly, the number of kinds of tires that we buy for the Ar=Y through Procuremeat; it's just asinine. 

Taere would nave to be some compulsory legislation on this. The discussions I had indicated that 
these railroad fellows are as finicky and tempera­mental as a woman. They nave some different little 
variations in equipment of different companies, because of different foolish ideas, and I think you'd nave to nave a 

llarriner, may I Just say • • • 

Go ahead . 

... if you don't mind, I 1d rather - if I'm going to 
nave something to do with, l'd as a last resort -let's make it democratic and voluntary . I mean I'd hate tobe party t o something that's going to force 
something on the r ailroads . Let's make it so attrac­tive to them on a price basis that their directors and their stockholders are going to say, •Well, if 
you can g et a locomotive from the Government at $50,000, Why the hell should you spend a hundred 
thousand?" I mean I hate this legislation waich superimposes this Administration on anything. 

Well, what you could do, I suppose, would be to lease it on a cheap enough basi s ••• 

that they got to take it . 

that tbe railroads couldn't afford to use their 
own funds. 

Good old Jesse Jones, who beat me down to a half of one percent for his money. Now, on a 20-year 
basis, there's no reason 1n the world why - I mean if we had to raise money - but you're going to sell 
tbese things - why these people should pay at the outside more than two to three percent for their 
money. 

No, tbey saouldn't; they can go out and get aoney for ~easel ns at three or three and a half. 
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The B a. o, But they can•t on their own credit. 
for instance, can't do it; but the B 
would be a good customer • 

& 0 undoubtedly 

.i.hey can do it on equipaent trust ••• • 

They can all do it on an equipaent trust basis, 
on an 80 percent trust basis - pay 20 down and the 
balance is amortized; but t he rate is three, three 
and a half percent. 

•ould you go into it? But try and not to make it -
bow shall I say - compulsory on the part of t be 
railroads. 

MeR: Don 't preTent the railroads from doin& what they 
want to do; aerely create a situation where they 
can't al'ford to do aeything else . 

Eccles: 

H.li.Jr: 

Eccles : 

B.II.Jr: 

Eccles : 

B.lt. Jr: 

Eccles: 

You could do that 1t you made it cheap enough, 
if you put the rental low enough. 

Tbat1s- sure, that's the point. It' s the same 
thing on a housing - your F.H.A. loan; you don ' t 
make the man take an F . B. A. loan, but you aalte it 
so attractive that be can't afford to take any 
other kind of l o8ll. 

Tbat •s right. 

Well, will you carry it? 

This thing bas a further important a spect. It is 
this: that in times of depression, where the 
railroads are i .n bad, having difficulty, you could 
dr op the rate of rental down to a very low point 
and thus tend to a ssist them. In times of real 
business prosperity, when tbey 1re maltin& substan­
tial earnings, you could raise the rental charge. 
So that this could be used as a aeana of leTeliag 
out the earning conditions of the railroads, and 
would t end to a tabilize 

I don't think you could do that. 

• • • their income or securities, instead of incr eas­
ing - what they do now is incr ease and decreaae 
freight r ates to meet the problem, which is the wroac 
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way to do it. 

But in making the study would you also see whether 
the kind of steel that goes into freight car s end 
locomotives is in competition with automobiles? I 
don't think it is, but that's important. 

I think it's much heavier. 

I don't think so; but that would be important, 
Currie. 

Yes . 

What? 

Yes. 

I think you 111 filld it 's a different kind, because 
there are certain of these ~ills now running at a 
hundred percent - I understand Inland Steel is 
running at a hundred percent on sheeta for auto­
mobiles - their capacity . But I'd be interested 
to see whether some of the other units which go 
into locomotives and cars ••• And of course, it 
would use a lot of wood too . 

That's true . 

We ' ll make this study, but there is tllis alterna­
tive, which doesn' t involve legislation, that would 
help to meet tllis problem. And that would be that 
the R.F. C. would offer them a hundred percent loan, 
which til ere is no legal r eason Wily they can't do, 
and then can loan it at two percent; they in other 
words could induce the railroads today to go out on 
a very large scale and anticipate or buy equipa~e.nt. 

That is, assuming of course that you don't want to 
get legislation or 1t you can' t get legislation, 
still we can do a lot toward meeting tllis bottleneck 
situation. 

Kay I make two others? 

Except that this is one of the best cases wbica you 
might be able to sell Congre#S. It has so much to 
speak for itself that it is an excellent beginniDC 
in that type of operation. 
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llay I make two other suggestions? One, that it we have 
this kind of corporation it would be set up, llac, with 
a little board, the board on the same basis that we •ve 
set up Commodity Credit as a model. I ' m the only 
stockholder in Commodity Credit, but the board goes 
ahead and functions, aad they have all the authority. 
In other words, I 1d li.ke to set this up so that if 
there is a railroad administration it would be taken 
out of the Treasury and transferred right there; we' ll 
give it up like that; but 1f it' s some other indepen­
dent agency, they might b.ang on to it a little longer. 
See what I mean? What I•m trying to say is, I wouldn't 
put it in R.F.C. , and if we have it here simply with 
my sell' as stockholder, but w1 th this board functioning 
purely independently, then if you get a railroad admin­
istration, why, that can be - and if you look at that 
bill you ' ll see bow we can do it - that thing can be 
transferred right over to the railroad administration. 
But leave it here as a resting place until you have it. 
But IllY own inclination is, I would not put it in 
R. F. C. 

Probably keep the stock here anyhow. 

What? 

Probably keep the stock here anyhow. 

llarriner, if you look at how we set up Commodity 
Credit, we think tbat•s a model. 

'Ihe R.F. C. furnishes t .hat money, don't they, for 
Commodity Credit? 

' No, the market does. 

I know, but what I mean- does •• • • 

Once in a while the R.F.C. eases them over a spot, 
but they do their own financing. 

What I meant was that t o the extent that the R.F.C. 
needs to come in, tne R. F. C. bas sponsored and 
furnished the money in the first instance for 
Commodity Credit. 

Yes, but they don't control it. It' s not controlled -
we've changed it; it ' s not controlled • •••• 
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The stock: of it ... . 
The stock of i t is here. 

It 1 s held here instead of R.F. C. 

Yes. 

Was it originally the R.F. C. ? 
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You had a rather peculiar situation ill which there 
was stock scattered between the Secretary of 
Agriculture, Farm Credit Adm1nistration - who was 
the other one? 

llr. Bull, wasn't it? 

Not on Commodity Credit, was it? Be may have been 
in on that too . There was a minimum of common 
stock, you see; then they built up this big R.F.C. 
holding when they increased the capital to make up 
for the losses. In addition to that, the R.F.C. 
financed them through borrowing, and the R.F.C. 
in turn got the funds from us . But that's all been 
washed out in this new legislation. 

Wayne worked this out. &e •s largely responsible for 
this, and I tb.ink it 1 s a good model. And a.ll we 
do - we hold the stock . And as I say, the beauty 
of the tlling is, the directors are made up of repre­
sentatives of Agriculture, Farm Credit, and R.F.C., 
but nobody controls it; nobody controls it. 

This would likely be, in order t o get the lowest 
possible rate - to be able to rent this equipment 
at a price tha t would be e great inducement, likely 
would have to have a guaranty . 

Have to sell it with a Government guaranty, Just the 
way we sold Commodity Credit debentures . 

What I ' m getting a t, Marriner, is that we haven't 
been very lucky in getting Jesse to do this kind of 
thing, and 1f we' re going t o do this t b.1.ng, set the 
thing up so it will go to town - and I tb.1nk we 111 
get further, that's all, it .••• 
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Well, I agree with you a hundred percent. 

ADd it isn't - if you study the tatnc, it isn't 
that - I don't control co .. o4it7 Credit, it's coa­
trolled by tbe representatiYes of rara Credit, 
Agriculture, and R.F. C. 'naey run it. 

nae str ucture is a lot aiapler, arter all. A~y, 
wby aave tae Treasury own stock in tae R. r.c. and 
then tae R.F.C. have stock in anotber corporation? 
You're building up a super-holding company. So 
wby not aove tae Treasury hold directly the stock? 

Tbat' s what we were doinc; and this is, n tbink, 
a model that should be applied to all the r est or 
them, not only the .xisting ones but any whicb aay 
be created 1n tbe future. And over a period we're 
going t o try tog et the other ones adjusted to tala 
model. 

Well, I think it's all right; I'm !or it. 

I think it is. The only reason I•• atreasins it is 
that if it' s set up tbat way and the President wanted 
it, and the r est of it, I think we could go to town 
on it - and Congress wanted it; and we woulda't haYe -
well, as I S81, it ' s the recor d or Jesse that he saya 
he'll lend a hundred ailli on and tben he lends ten 
a1ll1on. 

He's loaned plenty to tbe railroads. 

Well, will you carry this and c oma in 1n two neka 
with something? 

Yes, all r i ght. 

llr. Seeretary, I t b1Dk it would be belptul 1Jl this 
thine it we· eould get 1Jl touch wita and get aoae 
support froa tae ~ people on tbia aatioDal d et enae, 
just as we did on the power prograa. 

Well, whatever llr. - whatever llr. Eccles wants; it's 
up to bill. 

You won' t haYe &n7 trouble getting support tor tat a 
at tbis tiae, Marriner. Last apriag, wby, it was a 
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little more clouded, but I think now, why, the time 
is much more propitious for it. 

It 1 s like every thing else. It was too new; t bey hadn • t 
digested it. 

I don't like to lean so heavily on the automobile 
industry. 

Well , certainly if the railroad industry and housing 
do not continue to go forward on an increasing scale, 
the automobile industry is likely to bog down. The 
one thing that will tend to maintain the automobile 
industry would be to - this sort of a thing bas not 
only the effect of giving employment with.in this 
particular industry, but the fact that it gives this 
employment is going t o help to sustain and maintain 
the automobile industry and it will help to push 
housing because it will help the whole problem of 
employment . \ 

It ' s all to the good. 

One of the studies just completed by the National 
Resources Board supplies a f actual basis for that 
statement rather clearly ; it shows a fact we have 
all observed, bow the automobile industry responds 
most quickly and is most sensitive to changes in 
national i .ncome. So what you say has that t o 
support it. 

Do you feel all right on this, John? 

Yes, sir; good, fine. 

Al l right. See anything the matter with it? 

No . I . like it. 

All right? 

Yes. 

All right. voes that clear that up, Mar riner? 

Yes, that ' s satisfactory t o me. I think we can­
do you aee any reason, Currie, wby we can't have t he 
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stat! specialize in t bia t1eld tor the next tlfO 
weeks? 

lo . 
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Bring together and dig up all the material we got 
last year; revive it and abape it up tor a aeettnc. 

You' re 90 percent i n now, wi ta the stutt taat you 
did last year . 

We 1 ve got a ratt ot stutt on it. 

A1l rigat. Two weeks? 

All rigllt . 

I can work oa tllat with you; I can give you tbis 
Commodity Credit set-up . 

Fine. 

Is t llat - anything else on bottlenecks? 

Tbere 1 s Just one other point, llr. Secretary, and 
that is that I haven 1 t done an;y work yet on tae 
power industry - I thought that would be the next 
thing t o turn to - but this chart I llad aade up 
t or another purpose indicates, I think, tae possible 
seriousness ot it . I put capacity, output, aad 
capital expenditures on a base ot 1929 eQuals 100; 
tbey •re a1l index-nuabered. So that aeau not tllat 
capacity - tllat your output was up to capacity in 
'29, but taat was the relationship in '29. See, 
we •re back 1n 137 - we got back to t be 1<)29 rela­
~ionsb1p, and we 1 re almost back there now, because 
power is recoveri.ng again aDd we 1 re not adding much 
to capacity this year . 

Isn't there a coaaittee on that - Louis J ohnson ... ? 

I believe there is. 

Ia tllere IUQ'tlai.ng we ougllt to do oa i t? 

I doa• t !mow - unleaa we br111C it into our g e~~aral 
•tudT on bottlene~. 
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A national defense prograa, - I don' t think it goes 
to the camaercial end ot it. 

It doesn ' t make any ditferenoewbetber it ' s battleships 
or power, wbat it is, it all bas an influence on this 
question we' r e dealing with - tbat. it you' re going 
to have this power situation deferred, its develop­
ment deferred to a point where then it' s a rush Job 
tot ry tog et equipment and build power facilities, 
it's Just like building railroad equipment all at 
once • . 

Well, if you listen - excuse me - if you listen to 
Louis Johnson, be 1 s got it all done . But wby not 
as.k him? 

Well, I think we ought to point out the danger of 
bottlenecks wherever they are . 

Uo you want to find out what they have done? 

I think we ought to do it, Currie . After all, we 
can' t study the question of bottlenecks •• •• 

• • • unless you 1ve got all the bottlenecks . 

Yes - wbere the posaible problem is going to 
develop. 

There is one little sour note, llr. Secretary; tbat 
was 1n the press r eport of that conference after 
you left the White House, 1n the Times - that ' s all 
I know about it - to the effect that some of the 
utilities privately expressed the view that this 
was really work they were going to do &DfWay. 

Well, Hanes knows something, 1! he'll talk, 

Well, I don't know who made that statement, but 1117 
understanding is tbat that was not a true statement 
nor was it tbe opinion ot the people that attended 
the conference; that they said Uley would not have 
spent anything like this 8\lll ot money - by 500 
aillion dollars, I think they said. So wboever 
made that stateaent, they say - Oroabeck said it 
was a aisstateaent ot the tact. I saw that too, 
the saae thill& you were talll:iq about, and I asked 
h1a about it U.ediately . 
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Well , aren ' t thaT asking tor legislation too? 

Tbey will, I think. 

Yes, they need legislation. 

Who is it, the Power ••• 

The Power Commission . 

It ' s a problem of equity financing to quite an 
extent wit& the power people, as well as, ot 
couse, an unders tandi.ng with r eterence to their 
legal status. · 

Didn' t they ask •••• 

Jones came out and sa1.d be would underwrite it up 
to 2 50 million dollars . 
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I t hink they ' ve done it, but why don ' t you ask them, 
llarriner, what tbey 1 ve done? 

All rigbt. 

Louis Johnson will tell you, maybe. 

No, I'll talk to Woodring, I guess . 

No, Johnson is chairman of that. 

Yes, I see. It isn't really a War Department thing, 
it' s a special committee, isn•t it? Be simply beads 
up the committee . 

That's right. 

Any other thing? Anything else on bottlenecks? 

All right , that sounds encouraging . 

We •te going to stuey tllis , the question of bottlenecks, 
in housing, in the construction field . We haven't 
anything on i t yet, but it• a something that I t bJ.nk 
we ought to begin to t bJ.nk about; becauea you can't 
get anywhere near a nor .. l volu.e ot constr ucti on 
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without running into bottlenecks at least in the 
labor .field . 

Skllled labor. 

That•s right. Unless the labor people are willing 
to start letting apprentices in and increase the 
number ot people they will take into the unions 
and not continue the cutting of hours, you Will run 
into bottlenecks in the construction field with 
seven or eight million still unemployed . 

Got them right now, haven•t you? 

Not yet; haven't got a ny bottlenecks yet. 

Well, Ma rriner, will you continue this stuff? 

Oh yes , we 111 continue it. 

All right. Now - i s t hat all, Marriner? 

Yes, tha t•sall, all I have today. 

Well then, '~Effect of budget items .• 

Following our meeting l ast time, llr. Bell and I had 
a conference. We bad, it you recall, .from each -
from the Treasury, !rom the Federal Reserve Board, 
and from the Federal Reserve Bank of New York, a 
rough classificati on of the various budget items in 
terms of their effect on the national income. 

Following this meeting that I bad With Ur. Bell, I 
had assigned to me a man t-om the New York Bank who 
is here today conferring with one of Mr . Bell 's men 
on the accounting side . I have a prelimlnary r aport 
from him - from the Federal Reserve Bank, and I think 
that at our next aeeting it' s going to be po3sible 
tog et these concrete illustrati ons, Mr. Secretary, 
that we're talking about. 

And the way I'll set i t up is this. I'm going to 
try to take the 1937 budget and the 1938 budget, set 
them up realistically from this point of view, and 
see bow they look. I don ' t know bow they 1 re going to 
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look, but the first stutt I ' • e got makes ae belie•• 
it'll be some rather dramatic infor mation. 

You aean you' re going to gi•e us some concrete 
exaaples as t o wbat equals X? 

That ' s it exactly. 

And you're going to do that? 

llr. Bell and I are doing that; rather, our assistants. 

The coefficient effect,s are really important. 

That ' s .right. 

But you 1 re going to give ae something to put ., 
teeth in. 

Yes, sir . 

I didn' t have aybody tlaat was qualified t o study 
these expenditure figures as related to eco~omic 
conditions. I have plenty of people to explain 
the classifications and get out any kind of state­
ment that ' s wanted. So llr . Ruml asked llr . Harrison 
if he wouldn ' t loan llr. Santord tor a week or so . 
I think some ot these classifications you could 
probably argue about , alld when you coae to putti.nc 
them in different groups, it ' s Just a matter ot 
opinion, and I think on the Federal Reserve s et - up 
probably the lines are pretty finely drawn. I 
question whetaer you can separate payments to WPA 
workers and compensation payments to v eter ans, or 
even the salaries of Government employees . I think 
that again that's Just a matter ot opinion, and it 
you get together you ' d probably have to - instead 
of having ti•e classitications maybe you'd laave 
three, something like taat. · 

These differences do exiat, llr. Secretary. It ' s 
merely a question of ar riYing at a coaposite 
estimate in which you can put 1n these • arious 
classes what everybody r easonably agrees on, and 
what remains ia 1n tbe doUbtful group . But t ile 
mere tact that it may be difficult to allocate 
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particular expendit ures merely means t hat more 
study is called for, not t bat the classes do not 
exist. 

All right; then we ' ll walt on tha t pati ently, with 
my t ongue hangi.ng out . 

We•re working on 1 t . 

All r ight. I don ' t want to bite my tongue oft . 

"5 . Effect of opera tions outside the budget.• 

Well, we have a lready discussed the railroad matter . 
I don' t know whether ••• 

There's several others. There ' s the toll roads, 
which ha s been brought to a - bean pushed pretty 
far , l ot of work done. It's in the form ot a 
memorandum. I think it ' s probably too long to be 
taken up this morning - been prepared - but we ' ll 
have it next time. 

Can you g e t it down pretty brief? 

Can g et it down for next time. 

President pulled a good one on Johnny Banes . Banes 
came over with a sheet of paper about twice the 
length of this, as to possible s ources of tax revenue . 
The President said, •Well, Johnny, I said - I hear 
you ' ve heard a bout it - I always insist on one page; 
but what a paget• It was about twice as long as 
this. lie said, "That' s a new one.• Right? 

That's right. 

So, Harry, if- they can get it on a page ••• 

They ' ll t ry. 

It poesn' t have to be the standard size. 

Now, •Flexibi lity - Income, Expenditures .• 

Ther e wer e t wo other - there were several other pr o­
Jects wbicll will come along also in t he sB.lle category; 
but toll r oads was moat nearly completed. 
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I•ve bad tbe boys this week aake a survey ot exist­
ing possibilities without going into new activities, 
wllich we bave a report on. 

WellJ aaay I Just - l' ll get it when you talk toll -
you \M&ite) also talk toll bridges, of course? 

Yes, but thut was outside of the present budget 
set-up. Currie is now speaking of possibilities 
witllin the present budget . 

All right, you got smetlling on your mind? 

Well, we've got a report. I don ' t know whether you 
want to go into that or not . It ' s a preliminary 
survey ot tbe possible expenditures that can be 
made outside the budget • ••• 

Well . . . 

.• now included within tbe budget . 

Think we ought to do it or think I ought to read it, 
Marriner? 

It isn't long - a couple pages bere. 

Let him ll1 t tae higll spots. 

Go ahead, Currie, bit the bigb spots. You can read 
that, I think. 

1'his is really Just a s\lllllllery of a long memorandUIII 
wbich containe the finding s in very rough terms. 

F'irst finding is this: "Over tl billion of guaranteed 
debt might be substituted at any time for public debt, 
if suitable edainistrative and legislative action 
were taken." And tllen under that: "(a) The R.F.C. 
has $600 million of borrowillgs from the Treasury which 
1 t could retire by issuing its own d ebe~tures . " 

Well, that's in the works. 

In process of being done . 

That requires no legislation. 
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"(b) If new legislation were enacted, another one­
half billion dollars of direct public debt might be 
retired by issuing guaranteed bonds against existing 
assets . The R. F. C. migh t retire part of its capital 
stock" - t hat is, its earned surplus, two hundred 
million dollars - • and the HOLC might take over 
shares of savings and loan associations owned by 
the Treasury . Assets of the emergency crop loan 
program, assets of the rural rehabilitation program 
and assets t hat have bee.n transfer red to the u. S, 
Karitime Commission might form the security for 
issues of newly authorized bonds or notes of Federal 
agencies . Any such immediate reduction of the public 
debt would be at the expense of a corresponding h­
duction in later years. • 

l hat•s on what could be done in shifting at any 
time. Now, if we bad enabling legislation "II -
Expenditure programs now in existence or contem­
plated to the amount of some half billion dollars 
a year might be financed without the use of direct 
public debt, providing suitable administrative and 
legislative action were t aken . 

"This conclusion rests on the following considerations: 

•(a) A number of Federal corporate agencies, whose 
capital stock is owned in whole or in part by the 
Treasury, Wil l automa tically continue to make loans 
largel y without further use of the direct public 
debt. Among these are the United States Housing 
Authority, the Commodity Credit Cor por ation, t he 
Federal Home Loan Banks and the banks and corpora­
tions of the Farm Credit Adlllinistration . The one of 
these which will clearly be expanding its assets 
steadily is the United States Housing Authority; i ts 
loans, to be financed wi t b guaranteed bonds, may reach 
a total of $150, 000,000 by next June and may increase 
by another $300, 000,000 in the following fiscal year . • 

Excuse me - get somebody , Marriner, to g i ve you tbe 
Treasury ' s position on United States Sousi ng bonds. 
Ask Wayne tog i ve you that . 

Oa the tax picture? 

The reason why we don• t want them to sell the 90 percent 
local is because they•re totally tax-exempt; that ' s 
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There's another important reason, 

\\'ill you give him that? 
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I 111 give bim a copy of the letter that wasn't sent. 

We wrote a letter, and Straus has asked us not to 

send it until we can think of something better. 
That'll be the best way. 

•(b) If the R. Y.C . underta~es to finance all its 

further loans by issuing guaranteed notes, a loan 

expansion which might amount to anything from 

$50, 000, 000 to $250,000,000 could be financed 
without instead of with the use of direct public 

debt . This would include loans to municipalities 

in connection with the P.W.A. program, loans to 
railroads, loans to public utilities, and loans 

through tb.e R. F.C. 's subsidiaries, the Export­

Import Bank, the R.F.C . Mortgage CompaQY a.nd the 

Federal National Mortgage Association. 

"(c) If suitable legislation were enacted, certain 

otber expenditure programs already in existence, 

wbicb may run from $100, 000, 000 to $200,000,000 a 

year, migbt be financed without instead of witb. the 

use or direct public credit . The most promising 

of these programs tor this purpose include Rural 
Electrification loans (now financed pertly through 

the R.F.C . ), F.C.A . emergency crop loans, Bankhead­

Janes farm tenant loans, Farm Security Administration 

rural rehabilitation loans, and o. s. lllaritille 
Commission ship construction. 

"III - ib.e possibilities of shifting any substantial 

part of current budgetary expenditures to self­
financing agencies appear limited. However, an 

extension of certain actirlties of the Oonrnaent 

through self-financing corporations would lessen 
tbe necessity tor other large and continuing budget­

ary expenditures such as work relief aDd public works. 

Thus a shift of certain existing programs to e self­

financing basis plus an extension of Government 
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activities that could be ao financed would permit, 
either directly or indirectly, a budgetary balance 
to be attained more quickly, yet with no more danger, 
than is aow possible. • 

Can I have that? 

Yes . (Bands memor andum t o B.li.Jr) 

We•ve got a lot of work done that ' s corollary to 
that. 

I know; this is not so easy. 

Well, this is Just a preliminary sketch of it; and 
each of these would require a good deal of thought 
and study , and we Just got a lot of tbis stuff in 
the mill, so that ••• 

Well, without banding this committee any bouquets, 
I think if the work last spring had been done in 
this very careful manner -I don1 t think the Presi­
dent and Bell and Banes and I would be having such 
a headache now about the unexpended funds which are 
going t o b e carried over to next year and what the 
bell we're going to do about it. I aean that's the 
thing that ' s the headache now- when you see the 
money wbicb was voted a.nd isn• t going to be spent 
t his year. 

No timing . I say the timing was terrible, wasn't it? 

What? 

It this is going to be done •• • • 

Well, the timing, yes - 24 hours - hub? 

Yes. 

24 hours. 

You appropriated this money last year With the idea 
of having it expended, and it was done 1n a way that 
it isn't expended, and therefore it didn't work out 
in accordance with the timing schedule. 
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And tha t was ~ tight which I lost . 

You (Ruml) want t o say something? 

llo . 

Bell? 

Jus t going t o say, i f these suggestions of Currie's 
ar e going to b e adopted, we certainly would want to 
f oll ow liter &lly the Commodity Credit set-up, because 
you 've got many organizati ons in there whose assets 
you cannot carry on t he balance sheet at full ! ace 
value, and you 1d have t o write off some ot them e very 
year, and those write-offs ought to appear in the 
budget as expenditures , Just the same as the l osses 
of Commodity Credit. 

Should be done anyhow. 

Yes, of course, it should be done anyhow. Today 
they are carried as expenditures. Take the crop 
loans ; you only collect an average of 65 percent 
of face va lue, and you l ose interest on all your 
l oans at the same time. Same way with your 
tenant loans; have to write off every year, it 
seems t o me, a t least 35 percent of them, to 
keep your budget on an even keel. Otherwise, 
ten years !rom now you1 r e going to have to write 
off a whole lot • •• 

But if each of these outfits were put on their 
own f eet, with the idea they 1 d mve t o try to 
operat e and collect - and t o the extent they 
couldn't, then naturally it ' s a loss and it would 
nave to come out of the budget. But you ' d know 
each year Just what 1t was and it wouldn't come 
all at once, like i t does now; it would come at 
the time the loss was incurred. 

The s elling point to Congress, I think, Marriner, 
will be t he very f act that under the Commodity 
Credit form of set-up you've got to go back to 
Congress every year to make up your losses, so 
Congress is really passing on it and it becomes 
a budget expenditure . Perfectly sound. 
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Naster, will you nave a copy made of this memorandum 
a.nd give it to the people here wno are not connected 
with the Federal Reserve. We can do it . 

I have three .ore here . 

Well, that would be enough. Kr , Ruml aasn• t got 
one. 

I should like one very much. 

Give Mr. Ruml one. 

Does that finish that, on this timing? 

The flexibility matter - I think Kr. Haas has bad 
some conversations with ~. Oliphant. 

The question was raised at the last meeting whether 
the President could be given power by Congress to 
lower taxes or possibly raise taxes, whether or 
not it wauld be constitutional for Congress to grant 
such power to the President. I talked to Oliphant 
about it and Oliphant says, yes - they couldn't -
the ~ongress - could be worked out this way: that 
they couldn't grant the President power to raise 
taxes , but Congress could put it this way, that 
under a specified condition the President would be 
instructed by Congress to raise or lower taxes. And 
then ell the President would have to do is to make : 
a f eet-finding as described in the act. In other 
words, I mean - take a simple case: say the index 
went - or some index or some condition exists, and 
the President would have an i nvestigation made, and 
he s ays, "I find this condition exists ." VIall then, 
once he finds that that condition exists, he ' s 
obliged to make a change in the tax, up or down, 
depending on how the statute i s written. 

And Kr. Ruml is interested in having concrete e X811ples 
worked out, and he suggests that we take this question 
of Social Security payroll taxes, which are automati­
cally expected to rise. And I'll see if Herman can 
do that, have it in the next meeting, if they ' re 
interes ted . 

Yes. Good. 
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OD the expellditure side it h J.aportaDt, I think, 
that pretty aooD a deteraiDStion be aade - I talked 
t o Mr. Bell about this laet tiJie - as to e aetllo4 
of gettine the eucineeriDg plann1Dg doD& OD a lot 
of saall proJects. I tbinlt enoraous effects caD 
be acbiend there providiDg tile plannsuc is doD&; 
but it's a question of aoae adaiDistrative deteraiD&­
tion as to bow the set-up of that killd of tbimc s~uld 
be done . 

We have an administrative expert here {nodding at 
McReynolds) . 

Tbe National Resources Board baa Just come out with 
a very large volume of public works, both large 
aDd saall, I tbinlt. or course, the plans haven•t 
bean drawn, but there are suggestions for public 
works, aDd the different departments could do soae 
prelimiDar;y work on planniDg . 

There are really great opportunities •••• 

Well, wbat'll ••e do with that, Dan? 

I should suppose that was a study for the Jational 
Resources Committee . And the contacts with the 
administrative officers • ••• 

You mean make some proposal as to bow it should be 
done. 

Keep in touch with it. 

I don•t - t bink the Resources Committee ought to do 
the planni.ng • 

I don't e1 ther. 

But we aight sake an adainistrative suggestion iD 
two weeks, Mr. Secretary. 

Well, I Just waDt to aa7 one t~ng, see llliletlller 
7ou're all in agreeaeat. low, the PresideDt baa, 
so to apeak, launcllled this publ1cl7. laturallr, 
the newspaper ae~ aDd the coluani1ta aDd letter­
niter• aDd everybody elsa are going to buzz everybod)' 
as to what we're doing. I think as far as we ' re 
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concerned, if you people agree, that we oughtn ' t 
to tell them anything; end when we do decide 
something, that we take it over everybody' s signa­
ture to the President for his use end disposal, and 
tha t pending what be wants to do with it, we'll 
simply tell the newspapermen and so forth and 
so on, "I ' m very sorry, we ' re doing this for the 
President; if and when we have something, we'll 
send it over, and it's up to hi.m to do what he 
wants with it . " 

We•ve t old everyone tha t ha s made a~ inquiry that 
you were the ~heirman of the committee and if there 
was anythi ng to be said or given out, they'd have 
to look t o you f or it. 

Well - well, I•m not going t o give out anything. 
4 nd you can tell them that it will have to be given 
' o the President then. 

I•m going t o tell them this is the President ' s 
committee and anything we do beE, if we come to 
an agreement or find any recommendations, will be 
over all our signatures; it wi ll go to him and 
it 1s his property, White House property. I mean 
I'm not going to tell anybody cnything . 

Well, I think that - ! tbink that• s right. As a 
matter of fact, I don' t know right now what the 
dickens you could tell them. It's one of those 
things that ' s in the process of development, and 
the less said the better. 

But they ' ve been doing a lot of buzzing, a lot or 
burrowing; I think we've all got to keep a united 
front and tell them nothing. 

If there• s nothing else, I Just wanted to say this , 
ih ich is e little bit outside; I Just wanted tog ive 
you a little of the headache that Bell and I have. 
It• s fiscal and monetary 1n the sense that it might 
be quite a shock, but it's the President's business 
also. But it's in the offing and we' r e doing every­
thing Bell and I can possibly do; but we're worried 
like hell. As I say, if what we've been talking about 

\ 
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before is confidential, this i s triple-confidential. 
Bell and I on October lOth asked Aubrey Williams t o 
come over with his finance officer , and at that 
time we drew his attention to the tact tbat they 
were spending more money tban Congress bad a~lotted 
to them. The way tb.e bill was originally written, 
they were allotted money for seven months . They 
asked for money for eight months and t hey compr o­
mised by giving tb.em 175 million dollars which could 
be spent if the President declar ed a national emer­
gency . 

We pointed out to Aubrey Williams - Hopkins, as t ar 
as we knew, was not in town, although we subsequently 
learned he was in town; we didn't koow about it -
that they were breaking the law; and we asked them 
whether we should write a letter to the Pr esident 
or t hey would, und they told us on that day - I ' ve 
got my notes all here - that they would notify the 
President and that the letter bad already been 
written. And then Williams said, "Well, this is so 
important, I think we ought to see Mr. Hopkins," 
and we told them that any time Hopkins came over 
we'd be delighted to see him. 

And we bad a long thing - and fortunately I bad a 
stenographer present - and both Bel~ and I warned 
them that it was a very serious situat ion, they were 
using - eating up this 175 million dollars illegally. 
So Williams went over on the l Jtb, without Bell or 
my knowi.ng anything about it, and saw the President, 
which was perfectly all right, and as a r esult ot which 
the papers the next day carried the statement "Roosevel t 
Warns ~~A To Str etch $700, 000,000; He Tells Williams 
Funds Must Last Until the First ot March." And then 
Williams made a statement as f ollows: •The President 
told me that the balance at hand will bave to last 
until March first, • - •said Mr. Williams, discount-
ing persistent rumors tbat Congress• so forth and 
so on. 

~ell, again feeling that Bell and I - our obligations -
we brought it to the President' s attention, I tb.ink, 
at least three t imes, that each successive week to 
this statement, the WPA rolls went up, and in a 
manner which I don' t know - I don 1 t know how they 
did i t - the WPA rolls for the next montb•re neYer 
released to the public; the figures were never given 
out, t hey were suppressed . And wb.en this thing cue 
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up again last week - Bell is charged with tne 
responsib1li ty - you stop me llliY t 1me, you tell 
me ... He•s charged with the responsibility ot 
apportioning t his money. 

Go a.bead, you' re right. 

And, for instance, for November, Hopkins only 
asked for 125 mi llion - is that rig.bt? 

For the month of November he put down as a figure 
or obligations 123 million dollars. 

hnd you said you know damn well he ' d spend 200. 

That's r ight . I r efused t o approve t hat apportion­
ment. 

Bell bas a l egal or moral - I guess legal res ponsi­
bility. 

That' s r ight, i t's legal . 

And ! have none other than my interest in the whole 
pic ture, particularly the unemployed . And the situa­
tion t ha t we b&ve arrived a t is that the President 
bas r efused point blank to sign this, declare a 
national emergency, and be says he won 't do it, as 
a r esult of which Hopkins t old h1m Fri day that be's 
going to lay them of f . 

Now, we've made a r ough e stimat e, Bell and I , that 
if be does l ay them off it means he's got to lay 
off a million people - nowl And Bell and I nave 
done everything possible - I mean our record - thank 
God, I 've got the whole thing here in the book, it 1 s 
all there - we ' ve done everything, we 1 ve gone the 
limit - I mean other t han b eing discourteous, and 
1t • s a matter strictl y between Hopkins and the 
President and the Direct or of the Budget. 

But I wanted - not that there ' s anything anybody 
can do, but you're meeting her e, discussing fiscal 
and monetary matters, and here this thing is in the 
offing . And I say if t he otller stuff i s confiden­
tial, this is triple-confidential . I Just want to 
let you know. And have I t old the story accurately, 
Bell? 
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Xes, very well. 

Do you wnt - is there en,ythinc • ••• ? 

An excellent Job. 

I mean have I minimized or exaggerated? 

!lo, sir . 

John, you've been in on some ot this . 

Tnat1 s Just exactly what's happened. 

What? 

Xou•re right. Just exactly what's happened. 

I Just - all I 1m t r yinc to do is, I went you to 
know so that you don ' t say, "Well, tor heaven's 
sakes, wby didn' t Morgenthau tell us about this, 
why doesn ' t he have confidence in us?" I mean 
the possibility of such a thing would so disrupt 
the national economy, I think, and I hesitated -
I felt either we ' re partners or we're not partners, 
and I figure we 1re partners, so I'm tellinc you this 
terrible story . And Dan and I have Just absolutely 
gone the 11mi t; and the Preside.nt Friday told hila 1n 
my presence at Cabinet, "I will not sigD that thinc•" 

Nell, does that - does it mean t hat Hopkins has spent 
so mucn ..•• 

Do you mind directing it to Bell? 

Yes - that Hopkins bas spent so much money now in 
the past that in order for hlm to come within the 
funds available, be bas either - he's got to cut it 
down from now until the first of Karch, say, a 
million people, or the President has got to sign 
this, declare an emergency and aaake available tb.h 
175 lllillion? 

That's rigbt. 

And has he until the first of March to get the 111ll1on 
off or must the million go off on the first of 
December? 

\ 
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Must go off very quickly. 

Today. 

If he carries on his present rol~s, he'll be out 
• of 1110ney b)' January 1. 

!!:0 

How much will that 175 million take care of, Danny, 
if that Nere signed? 

Well, the 175 million would take care of about - the 
whole 19J9 program was based on an average of 
2,800,0u0 people at about 175 million dollars a 
month, see? 

~o that even if the emergency is declared, he still 
is behind. 

Be is still behind a little, but if the emergency 
is declared and if he reduces his rolls probably 
five or six hundred thousand - these are very rough 
figures - he probably could get by to January Jl. 

If he reduced them now by five hundred thousand at 
once. 

At the time we had our conference with the Presi dent, 
I believe tba t if Bopki.ns had stopped taking on 
additional employees and Just a~lowed the turnover 
to reduce his rolls g radual!y, he could bave gotten 
by January Jl with 175 million dollars. But the 
President would have bad to declare an emergency. 
And toe reason the Secretary and I took 1 t up w1 th 
him - one of the reasons was that we thought if the 
President bad to declare an emergency, that the 
emergency wus in July, August, and September, and 
not 1n J anuary and February. 

Be could have tied it up with the New England flood. 

That was the time he should have declared the emer­
gency. 

He could, of course, n ow say that because of the 
flood and other conditions , why, they're going to 
run short after all. 

Everybody's forgotten about tbe flood, of course. 
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Actually this is going to create an emergency • 

Nell , this is a matter - when you talk about 
timing, this goes right square to the heart of 
the thing . 

You fellows don ' t know wha t Dan and I have gone 
through here in five years and ·•nr I'm an old 

, 1:"1 
.!...; 

man. I mean it' s things like this that Just make 
you - uside from everything elsa, makes your heart 
bleed. I mean i t 's Just - it's Just the human 
beings at s take - I mean forget the economy of 
the country a nd everything else. And I've got the 
record nere, and nobody, without being disrespectful, 
could go further tban I have - I 11ean without being -
to the President, I mean. 

Tbe railroads won• t need any e quipment and the auto­
mobile business will be on the - Just let tbis thing 
sta rt down now, whicb it well can do, because between 
now a nd spring is a crucial time; it is always a time 
when the unemployment problem is the greatest, even \ 
in normal times, and to accentuate that r ight now, it 
seems to me, would be Jus t criminal. We can lose all 
tbe effect of wbat has been spent for tbe last six 
months tbrougb this b ad tilling . 

Picking a million men off the rolls •• • • 

I think if the Presi dent ' s appointed this committee, 
tbat he sbould be - we should make a special report 
on this particular situation. I 1d like to get into 
the record on it. 

Well, I'm open to any suggestions. I ' m open to any 
suggestions. Aren't you, Dan? 

Yes, sir . I think aside from all the points that Kr. 
Eccles raises, I don't believe tbe President can 
order a million men off tbe rolls, with winter start­
ing, from tbe buman si de of it. You can't do it. 

Well , again without wanting to be disr espectful, I•ve 
seen bill before talk about getting his Dutcb up, 
because he is Dutch, and I don't know why - I don' t 
understand it. After tbat meeting Hopkins was at -
immediately a fter that - let's sea i f my r ecords are 
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right: following this meeting, Hopkins spent a f ull 
week wi th him at Hyde Park - a full week. Be lived 
at his house for a ful l week, so there was ample time 
t o discuss the thing. I mean they were together -
they were together for a full week, and - but as I 
say, if anybody has any idea ••• 

Isn' t there an alternative course of act ion that this 
committee might attempt to devise, wnich might take 
the form of speeding up expenditures to a very large 
amount during the next few months, and make it possible 
for hlm not to declare an emergency and yet not have 
t ha t increased unemployment. I don ' t know, but it 
ap.>ears to me this 'Nould be an appropriate committee 
t o examine the possibil i ties in that direction. 

Barry, t his is like so many Trea sury problems; we've 
got a pistol a t our head . This is a 24-hour tbing; 
I don't know when l:i&rry 1 s going to move on it. 

!Jr. Secr etary, r t ake it some items were appropriated 
by vongress Nllich have not b een spent - is that 
correct - some things the t didn ' t get started as fast 
as was intended? 

\ 

Oil well, I •m not telling anything, Dan, when I say 
tnere ' s 60 percent of the Ickes money been c arried 
over t o the next fiscal year. 

AS casil I t hink t hat ' s approximately right. 

60 per cent of the Ickes money will not be spent this 
year. I t may b e 55 or 65, but roughly 60 percent of 
the money given t o Ickes will not be spent in this 
fiscal year . 

Well, isn't then tha t tha real problem of finding 
a vsycllol ogical way of making the term • emergency" 
.>&latable? ~nd I wonder whether the emergency 
doesn 't arise due to toe failure of t hese human 
plans, like many others, to balance out exactly 
the w~q t aey were intended. 

You mean you want t og et out and say that because 
~r. Ickes didn't spend his money as usual, we ' l l 
declare a national emergency or national holiday? 

That's tile fact . 
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Well, Christ, that's what I went through last year. 
i he statement I 1118de last spring was that Ickes was • 
a dallln good honest Jockey, but he ' s come in last 
every year for five years, and wb.y put your money 
on himf 

It simply occurred to me that the speed with which 
something has to be done is so great that you can•t 
develop an alternative program, and tb.at if some way 
can be found to indicate that at this time we find 
that the balance as between one item and another 
recommended last April was not arithmetically correct, 
and therefore this thing is • •• · 

All right, I 1 11 t e·ll you, maybe out of my telling, 
my confession, maybe we could give b.1m a letter and 
let him harig it on us as an excuse for declaring it. 
I mean we give h1lll the reason. "Based on the r ecom­
mendation of my fiscal and monetar7 committee, wb.o 
advise me as follows, I hereby declare a national 
emergency. n 

We could point out the unbalance of the whole program. 

I'm willing t o be the ••• 

Yes. 

~e could point out that some of the items have not 
been spent, others have been spent. 

Kake a v ery strong supporting letter which would 
follow that. 

If we did this, I wouldn't want anybody to know about 
it who is not in the room. I don ' t want anybody not 
in the room now to know a single thought about i t. 
il'hat do you think about that, Dan? 

I think that ' s all right. 

But you fallows better come back at 
isn' t something tbat can hang fire . 
thing • ••• 

4:JO; I mean this 
This isn' t some-

We better take responsibility for advising him on it. 
Be just told the world he's appointed us, and it would 
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be a fine thing to have this - within thirty daya 
after be appoints this committee, to have things 
bogging down. 

Well, maybe o~t of this, as I say, we could draw 
up a recommendation, say, "This has been brought to 
our a ttention and we feel that 1n view of the fol­
lowing f acts you shoulddeclare a national emergency," 
a.nd then give him a draft of a letter which he could 
use . 

And give him a coupl e charts. 

Nell, whatever you want. But when does he get to Warm 
l>prings? 

Tomorrow night, I think. 

(On phone) Ask Secret Service when the President 
arrives a t Warm Springs, please . Let me know right 
away. 

Certainly be fitting for this committee to make a 
recommendation; in fact, one could go further and say 
it would be very derelict in its duty if it didn't make 
the recommendation, 

That's right . 

Up to this point Danny and I have done everything 
we could do wittlout being disrespectful. We couldn't 
go &QT further. And we 1 ve worked out, as I say, with 
Wil l iams - Hopkins didn't see tit t o come to see us -
and wlth the President; but we have ot least three 
times subsequently t o that shown the Presi dent the 
increase in the r olls each week. 

The one thing you overlooked in telling the story is 
that WPA hadn • t said aeything to the President about 
the necessity for declaring a national emergency, when 
you had that first meeting . 

That's right . 

The only condition or the only - the tb1ng that ude 
them decide that they would tell hi m was because the 

Regraded Uclassified



H.ll.Jrs 

Bell: 

a.u. Jr: 

Bell: 

a.II.Jr 

Banes: 

B • .ti.Jr: 

Banes: 

B. ll.Jr: 

155 

-54-

boss sat bare and dictated a letter to tbe President 

in wbicb be was telling him himself; then they said, 

"I guess we better tell bi.m." 

Tbat's right; in other words, we forced the issue. 

Nobody could nave done more tban Dan and I have done. 

And not tbat we want t o make a record, if you know -

it's a bell of a lot of difference - we're not trying 

to make a record, we've been t r7ing to a ccompllsh 

something. 

II' ell, we weren• t trying to force Harry Hopkins to 

throw off a million men. Don't get that impression. 

What we were trying to do was keep ~he President' s 

skirts clear and not wait until February to declare 

en emergency that happened in .Tuly and August, which 

I don't think be could nave put across with Congress. 

Well, if the President declares ·a national emergency 

now, Dan, that gives Hopkins a chance to go up the 

first ten days in January and get 900 million dollars 

wbatever he needs, to carry on for the balance of the 

year. It can be done in an orderly way, without dis­

rupting the na tiona! economy. Lacking the President 1 a 

doing tbat, it' s Just going t o be hell . 

This bas got to go up in the first deficiency bill 

and get through by the end of January . 

VI ell, if you g entle.D!en would be willing to drop the 

stuff and - I don't know how you1re fixed for the 

rest of the day, but ! 1m available at 4 : 30; I'm 

tied up until then. And see what you can do. 

How you f lxed, John? 

I've got a meeting with Guy and his staff at four 

o'clock. Tied up until f our. 

Until f our? 

Yes, and then I've got a meeting with him and his 

staff; probably take three quarters of an hour. 

I think this is important enough to postpone it. 

I•d like you to sit in on it. 
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All r igllt. 

I think this is our f i rst real challenge; I think we 
ought t o try to meet it. I mean I'd like to go to 
bed tonigllt feeling, "Well, I 1ve taken a nother step 
in trying to stop this thing froa happening. " And 
I think that this is 1mpor tant enough that ••• • 

Well now, how will we do this thing? 

Mr . Secretary, if I may. make a suggestion, I might 
do some work on the figures between now and, say, 
J:)O, getting as accurate figures as we can together 
snowing Just how much money they will need for t he next 
three or four months and the number of people that 
we ' ll take care of; and we could meet in my office 
at - say, at J or J : JO end we could discuss it for 
an h our. 

'Ne c ould in the interim draft a letter, lolr . Secretary, 
if you want to appoint a small committee to meet with 

me. 

An hour and a half before your 4: JO. 

Excuse me. 

(On phone) Hello . When? At 8 o1 clock this 
evening. htlanta a t 8 o ' clock, tonight. 
Well t hen, find out from the White Souse when does 
tbe poucll go down, will you? And also find - tbere 
used to be a train that left here for Atlanta at 7; 
also t he planes - when are there planes, see? -
Yes, when a re there passenger planes to Atlanta . 
And send that up on a piece of paper. When does the 
pouch leave and when are ther e passenger pl anes on 
a 24-hour basi s to Atlanta? Please. 

Well, you (Bell) say you'll be r eady by J : JO . 

I think I will. I JD.ight be ready b:y J 1f I rush a 

little . 

Why not sa:y J aDd 11eet in :your office at J? Which 
one of your many of fices? 
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Budget - better r oom. 

3 o ' clock; then you start at 3 to draft tbe letter. 

Does it bave to be ready at 4; 30? 

I tbink so . 

Well, if the le~ter bas to be ready at 4:30, I think 
some of us could work on t be general body ot tbe 
letter. 

I couldn't work on a letter between that time ••• 

Are you available, Marriner? 

Yes; I 1ll want ••• . 

Do you want to take some of these boys t o your ottice 
and work on a letter? 

! 111 be glad to do i t. 

Or bow do you want it? 

Somebody suggested some charts bere. Seems t o me 
that m.ight be ... 

This bubble chart that you ' ve been using is very 
important in that . You don•t nave to use the 
bubbles, but you can do it as applied to only cer­
tain expenditures, showing that. 

hxcuse me - couldn't you just walk across the 
street to Banes ' office and then decide bow you' ll 
divide this up? Is that all rigbt? 

Then we meet here at 4 : 30 . 

Y'e!!'. · · Kay I say again, (.ll(Cept for the people in t be 
room, I don't want anybody on anybody 1 s start to know 
about it, see? But 1f you want to draw Berbert 

Gaston in, it will be all rigbt. 
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IIXSTIIiG OF FISCAL JJID MONETARY ADVISORY 
BOARD (re possible WPA lay-offs) 

lovember 21, 1938. 
4:50 p.a . 

Present: 

a.ii.Jr: 

of bite: 

I!.II.Jr: 

llr . Eccles 
llr . Ruml 
Mr . Bell 
Mr. Hopkins 
llr . .Ranes 
llr. Taylor 
llr. White 
Mr. Currie 
Mr. Oliphant 

I had a mi.nute to axplaln to llr. Hopkins that in 
the meetlng of our Fiscal and Monetary Committee 
this morning I brought to you gentlemen' s attention 
ln utmost confidence the fact that on Friday the 
President said that he would not sign... - is Dan 
here? Where ' s Dan? 

Be Just stepped out . 

Well, he knows what I'm saying. 

(Bell comes back) 

I was saying that I told these people 1n the utmost 
confidence that as of Friday the President said be 
would not sign a document declaring a national 
emergency and making this 175 million dol~ars avail­
able, as a result of which this new-born committee 
felt that it we were going to do anytb.ing and bad 
t he possibilities of a million men being laid off 
the next week or two, there wasn' t much use dis­
cussing anything either fiscal or monetary. So I 
asked them if they wouldn ' t draw up a document that 
we could send down to the President, wb.icb all of 
us can sign, recommending that be should sign 
this. And inasmuch as you•re (Hopkins) t he patient, 
I felt that before we performed an operation on you, 
at least we ' d snow you the diagnosis . 

I haven't seen this yet; I'll read it out loud. Is 
that right? 

"My dear llr . President: 

•The Acting Director of the Budget •• • • - and befor e 
I start, ls everybody here 1n agreement on tb.ia? 
Anybody? 
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Well, we ' re in as full agreement as we could be on a 
tentative basis . I t was decided tnat we wouldn't 
want to put our signature t o it at the moment and 
send it down tonight . It' s too important . I t• s a 
matter that migh~ nave to be deferred. Herman can 
explain some reasons for that as well . 

hll r i ght . "The Acting Director of the Budget at 
the meeting of the Fiscal and ~onetary Advisory 
Boaru on November 21, 1938, presented material to 
the Board which related to the program of W. P.A . 
expenditures scheduled for the next three months ." 

Now, WhY do you do it tna t way? He didn't do it; I 
did it. 

Well, I suppose they ha ve a reason for that . 

He's supposed to nave done it. 

It•s not f actual; i t's not factual . Is this t he 
way you (Dell) want it? \ 

I didn 't know why they did it . I was working on 
sometni ng else . But I assumed they bad a very good 
reason for doing it: tllat it' s my responsibility under 
the Act to a ppor tion t he f'unds and it was my duty to 
bring the situation t o the attention of the President 
and next, I suppose, to you. I 1 d just as soon turn 
it around the other way . 

Well, I always think t hat the best way to do i t is 
to do it the way it happened. 

O.K. by me . 

I never like t o dress up my scenery. 

It•s all right by me. I thought tbey bad a particu­
lar r eason f or ooing i t. 

I always think it's mucb better to t ell the thil'li 
the way it happened . 

It can v ery pr operly come from the Ctlairman of this 
Com".~it tee. 

<.;nairmen of the Board . 
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There was no d iscussion on that, I don ' t think. 
Don 't tll.i.Dk it !!lakes aey difference. llerely a 
~uestion or the r eason for the consideration. 

Then we ' l~ s ay "The Secre t ary of the Treasury." 
That ' s tbe way it happened . 

•The Secretary of the Tr easury at a meeting of 
the Fisca~ and llonet&ry Advisory Board on November 
21, 1938, present ed saterial to the Board which 
r elated to tbe program of W.P.A. expenditures 
scheduled f or the next three months . 

•Tbe Boar d , on the basis of the infor mation pre­
sented to it and of study of work relief requtresents 
t or the next three oonths in relation to the general 
business sit~ti~n, recommends that if possible you 
oake a vailable the $175 million of additions~ funds 
for work relief purposes by the authority vested in 
you in a ccordance w1 th the provisions of the Eller­
gency Relief Appropria t i on Ac t of 1938. • 

Now if I was sayi.ng 
out "if possible ." 
or we a r en't. 

this I ' d recommend - I ' d leave 
Either we• re going t o do it 

Wel~, t here's a question ... 

!. egal r ea son. 

Well tben, 'li'Qy write the letter? trey write the 
letter? 

llr. Secretary, t he question r a ised in the meeting 
was as t o whether this Committee as such should 
pass on a lega~ matter that ' s going t o the President. 

I wouldn't send it unless it' s all right. I never 
wrote a letter t o the President recommending •it 
possible, you shOuld do so and so.• Either recom­
mend it or no t recommend it. 

'Ne• d be assuming t he questi on of passing upon 
whether or not i t ' s possible. Mow, we don't -
we • r e speaking of it from an economic point of 
view. Mow, if from &n e conolllic point of rtew it 
ought to be done if it can be done, as t o whether 
it can be done trOll the legal point of view we don't 

' 
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know. 

Vlell , if you don ' t mind, I know my Presi dent ani 
I'm not going to put my name to this thing unless 
I can say, "I r ecommend that you make available.• 
I •m not going t o say, •I recommend that if possible 
you make ava ilable.• I mean immediately I put a 
doubt in his mind . I mean if there is some doubt -
now, I bad three minutes with Harry Hopkins and I 
said, "There is some legal doubt, Banes tells me .• 
He said, "Well, our shop bas no legal doubts .• 

I mean I 1 d r a ther hold the thing until there is no 
doubt . 

j/ell , all the discussion - none of the discusion 
wa s in terms of the lega l doubt. I think Ruml 
pointed out that since this is the first action on 
the part of the '-ommittee, the Committee wanted to 
be very c a reful as a committee of not stepping 
outside of its bailil'ick . 

Mr . Secr etbry, it s eemed to me that the President 
had access to counsel as to the legality of this 
thing; the Fiscal and "onetary Advisory Board can 
only s peak on tne monet ary aspects of the thing. 
On those we are clea r , but we can't presume to 
search out counsel t o advise him on the legality 
of the matter . 

I still get back - if I ' m going to sign that thing, 
I'm going to say "recommend you make available" and 
not "recommend, if possible, you make avai l able. • 
I won't sign it. 

Don ' t think that would be impossible. 

The assumption is the Secretary of the Treasury 
should have obtained such counsel as is necessary 
in order f or him to make sure it is possible; that 
if it wasn' t possible he should have ascertained 
that ahead of time. 

I assumed there w-111 be some s ta t ement t hat goes to 
him from another source t hat will refer to the law 
and whst can be done; but I -and I • • •• 

\ 
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Well, the normal thing, the way that ' s done - and 
Hopkins and Bell can check me on this thi ng, see , 
I• m doing my home work r i ght before you - is t bat 
tbat statea~ent , I tnink, would go from the Director 
of the Budget, wouldn' t it? Wouldn't you send him 
a s t atement declaring a national emergency? Doesn't 
that go from you, then - first from you to Mr . Hull 
for his stamp? Uoesn't it go down i n that way? 

If it ' s in the form of an Executive Or der, yes . 
But we ' ve been discussing another for m her e and 
it might be a let ter from the Presi dent to me, which 
certainly could be drawn in the Bureau of the Budget, 
with the help of proper counsel. 

Let me just check with Hopkins . If Hopkins tells 
me we've got another 24 hours on it, I'd stop right 
here and give these boys another 24 hours, becau se 
I ' m not going to s end one of these "Maybe you can 
and maybe you c an 't1' letters . It 1 3 too important; 
I want to make a positive statea~ent or keep my mouth 
shut . Can you (Hoykins) wait another 24 hours? \ 

I have no intention of firi ng t hat many people . 

What? 

I have no intenti on of firing a milli~n people of f 
the ',VPA pay-roll. I'm going down to talk to the 
President about i t, t alk it over with him. I ' m 
sure he ' s - any Judgment he ' s made has been made 
on some very bad advice and on inconsiderate evidence, 
and l want to discuss it with him. 

You're not going down tonight? 

I • m not going down until he gets r ested, gets a lot 
of sleep, and is feeling good . 

Then by holding this another 24 hours • •• • 

Isn't a nybody going to go off that pay-roll by holding 
it another 24 hours. 

Then I'm going to say this: "· ·· recommends that you 
make available the $175 mill ion of additional tunas 
for work r elief purposes by the authority vested in 
you in accordance with the provisi ons of the 
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£mergency Relief Appropriation Act of 1938. 

# "9 .!. tJ 

"When in the Spring of 1938 ;you recommended to 
Congress tbe comprehensive recovery legislation 
of which the appropriation for work relief formed 
an important part, the possibility was envisaged 
by Congress that a situation migbt arise whicb 
would call for expenditures beyond those anticipated 
at tbis time. 

"Although there bas been a marked increase in indus­
trial production ····" 

"···· at tbat time." 

"Alth.ough there bas been a marked increase in 
industrial pr oduction • • • • 

"··· would call f or expenditures beyond those antici­
pated at that time.• 

• •• anticipated at this time," it says. 

11 • • at that time • n 

"Although there has been a marked increase in indus­
trial product ion, and, we believe, a sound foundation 
for the continuance of recovery has been established, 
n&vertheless the level of unemployment remains higher 
than was anticipated. It has naturally been extremely 
difficult to accurately determine when work on the 
neavier type of project s represented b;y the public 
works and public bousi ng programs could become tully 
effective." 

Now, don't protest t oo l oudly at this time, Harry, 
that at tbis point •••• 

I don 1 t protest. I hope you s end it. 

I thought ;you might not like tha t sentence. 

"Likewise, the New England hurricane not only bas 
dislocated industrial production over a wide area 
with its attendant effects on normal employment, but 
also has imposed additional burdens on tbe Works 
Progress Administration. In addition, private 
re-employment was further retarded by tbe depressing 
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effects on American trade and industry of the 
extremely critical international political situa­
tion . Finall y, there bas been an unforeseen degree 
of lag in relief requirements behind the turn of 
industrial production.• 

·~'inally, there has been an unforeseen degree or 
lag in r elief requirements behind tbe turn of 
industrial product ion.• What does tbat sentence 
mean? "Finally, there has been an unforeseen 
degree of lag in r elief requirements ••• • " 

In otber words, tbe upturn in employment was not 
nearly as large as one would expect. 

Well, tbat doesn't s ay tbat, Barry. 

I think part of bis thought was that normally the 
experience of WPA bas been that there is a lag in 
requirements behind business activity; but this 
time there ' s an unforeseen larger degree of lag. 

This says the opposite. \ 
Tha t it goes up with recovery ln private re-employment. 

Say, "There bas been an unforeseen lag in private 
employment,• not "in relief requirements . • Do you 
mind? 

'Nell, the turn in relief requirements usually comes 
after you' ve turned upward in production. 

Do you mind my using - as the President says, the 
man on the street doesn't unders t and that. You 
economists may, but I don 1 t, What you're saying 
is that private employment hasn ' t kept pace with 
business recovery. Isn' t that what you want to say 
for me? 

Be wanted t o say something else . 

'llle• re t rying, Yr . Secretary, to say something more 
tban tbat . 

Well, i t bas t o be clar ified. I don't tb1nk t bis 
says what you have in mind . 
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We can clarify it. 

"A combination of these circumstances has thrown a 
preponderant share of the recovery burden on the 
W.P. A. portion of the program during the last five 
months.• 

That 's all right . 

"Since it was necessary to meet these unforeseen 
demands it would be necessary to cut the W. P.A. 
rolls by almost one million i f we are t o remain 
within the appropriation made by Congress for the 
first seven months of the fiscal year . • 

"Since it was necessary to meet these unforeseen 
demands it would be necessary to cut the W.P.A. 
r olls by almost one mill i on if we are to remain 
rtithin the &ppropriation made by Congress for 
the first seven months of the fiscal year.• 

"Since it was necessary to meet •.• •- it would be \ 
necessary t o cut them now. Want to leave out the 
time? 

I think if you insert t o read like tbis: "Since 
it was necessary to meet these unforeseen demands 
Ne understand that it would now be necessary • • • • 

Xes . Say that again, Wayne. 

"Since it was necessary to meet these unforeseen 
demands, we understand that • ••• • 

n ... we understand that ••• • 

n ... that it would now be necessary ••• • 

" ... it would now be necessary • •• • 

" ••• now be necessary ••• . • 

"··· now be necessary to cut the w.P.A . rolls by 
almost one million if we are to remain within the 
appropriation made by Congress for the first seven 
months of the fiscal year.• 

Is that all right with you (Eccles)? We'll all have 
tiAie, llarriner, to do this again tomorrow. 
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That ' s all right. Tbis baa no critical - in tact, 
we haven't been over it since it was finally written. 

If you don't - I mean I want you to have all the time 
you want; I want an equal amount. But we couldD' t 
t ake it in its present form. 

I s that figure about rigllt, Harry? 

Wbat figure do you mean? 

A m.illion people, if you 1r e going t o live within 
the appropriati on. 

(Nods yes} 

That' s about right? 

Close enough. The language isn't accurate in several 
other spots there, but it isn ' t important; we're going 
to live within the appropriation . 

How? 

Why not? 

He means if pursuant t o the appropriation you d eclare 
t he emergency. 

In the letter you assume we aren' t living -within the 
a ppropriation. We are completer living within the 
appropriation, under my proposal . That ' s a matter 
that isn' t importa nt, though. 

Should you say "~a dr asti c •• "? 

What? 

"· ·· ~a drastic"? Could cut out the •• •• 

Don ' t need tbe word • such." Just "drastic curtail­
ment." 

" ··· would be extremely unwise from the standpoint 
of continued recovery." 

"It is our opinion that a drasti c curtailment of 
the relief rolls at tbia tiae would be extremely 
unwise tr0111 t be a tandpoint of continued r eco•ery • 
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nrt is essential tbat an increase in consuaption 
be maintained it recovery is to continue. A 
drastic reduction in work relief expenditures .tll 
tend to depress consumption.• 

Well, I think you•re getting into - both those 
paragraphs, I think, could be lett out . I think 
you ' re arguing too much now, but - I mean I - like 
my father always said, when you've won your case, 
quit. 

"In view of the foregoing •• •• " -I question those 
two paragraphs . I question those two paragraphs. 
I thi .nk tbat 1 s throwing in a little extra. 

"In view of the foregoing the Fiscal and llonetary 
Advisory Board feels tbat, trom the standpoint of 
a proper timing of government expenditures with 
the r equirements of the general economic situation, 
it would be exceedingly unwise to cut wor k r eliet 
expenditures drastically at this time . " 

Well now, gentlemen, as far as I 1m concerned, I 1d 
be willing t o sign that as it 1s written, 11'1 th a 
few modifications anybody wanted t o make. Let me 
Just - but we woUldn't be ready t onight. You won ' t 
be ready t onight. 

It doesn't need to go tonight . 

Let me cut - I•ve got a whole chain arranged tor 
McKay to go down ••• • 

(On phone) Lieutenant llcKay, please. 

(llcKay comes in) 

llac, you're not going down t onight . 

Thank you. 

Will you undo everything - Bob llcBugh, Assistant 
Chief llurpby - undo everything, will you? Have a 
good sleep. 

Regraded Uclassified



llcKey: 

a.u:.Jr: 

Hopkins: 

a.~ . Jr: 

Eccles: 

Eccles: 

Ruml: 

B.li.Jr: 

Ruml: 

H.U.Jr: 

Ruml: 

H.I.I.Jr: 

ilopkins: 

H.~ .Jr: 

174 

-11-

All right, sir . Tbank you. (Leaves) 

Well now, gentlemen, it' s 5:20, and why don t t we 
tackle this thing again tomorrow? And then when 
we got the thing a little bit more polished, maybe 
Mr. Hopkins would come over again. 

Glad to. 

Why not? Hopkins is going to lunch with me tomorrow 
a t one o'clock . Then why don't we meet at 2 o' clock 
or, say, 2: 15, and maybe we can go into this thing 
then. 

Not meet again in the morning, then. 

Onless you and your people want to meet. 

~\nat's your situation, Beardsley? 

l'm going back to New York for dinner tonight . I 
could come back on the over-night train, if you t bink ' 
it's important, but it would seem to me that with 
the th.ing in this form it's a question of getting 
the correct phraseology and being sure Mr . Oliphant 
is satisfied. 

I think you've been extremely helpful today, " nd 
when we get this thing fixed up the boys can read 
it to you over the telephone. I don ' t like to 
ride a willing horse to death. No, I don 1 t think 
it's -I mean •• • • 

I'll be glad t o come it you think it1 s necessar y. 

No, I think not. You've got time, i f you've got 
your bag . Have you? 

Everything is ready. 

The thi~, as ·it is here now, which is, as far as 
you're (Hopkins) concerned, would you say • ••• 

Fine . 

••• 95 percent •• • 
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Xou•re a big help to me . 

Wllat? 

Fine. 

175 

Well, there you are. Now, Hopkins, could you turn 
over to Oliphant whoever has told you that it ' s 
legally possible? 

Surely. 

What? 

Surely. Could he get i~ touch with Herman at 9 
tomorrow morning? 

Shouldn' t we correct those few errors that Harry 
Hopkins •• •• 

Somebody ought to work on it . 

••• things in there that are not correct? 

I don't want it rewritten. 

Suits me. I'm not worried about that. 

I question the paragraph "It is our opinion that 
such a drastic curtailment of the relief rolls at 
this time would be extremely unwise from the stand­
point ot continued recovery." And "It is essential 
that an increase in consumption ····" - those two 
paragraphs are repetitious. 

lCou can cut them out, because you say tllat practically 
in the last paragrapb. 

Well now, Dan, could you at 2 :15 - could you all 
come in llere witll an airtight thing that you tael -
it it ' s possible to hava an airtight tiling - that 
we can send down to tile President in final form? 
We•ll argue about it at 2:15 . But in tile first 
place, I think it ' s up to us in the r oom a ere to 
give 111111 something which will stand up legally, so 
it real.ly is between you aDd Ol1pbant and somebod.7 
to represent Hopkins . Be says he ' s got somebody be 
can throw in? 

\ 
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Well, does Harry , ••• 

Tomorrow mornlng. 

II' bat? 

Tomorrow mornlng. 

I ' d like t o ask Harry a question. Does he figure 
that this 175 million is available now without 
further action? 

Requil:'es some action of the President . 

Yes . 

Oh yes. 

! 76 

Your program is on the assumption that he will make 
th.a t available. 

That's right, and that if he made that available, 
our dollar expenditures per month for December, 
January, and February would drop something over 
seven million or eight million dollars, so i .n the 
month of February you1 d spend 23 or 24 million 
dollars less than we spend in the month, say, of 
November. 

Yes, but I thi nk Dan 

That ' s right. 

••• estimated that- that's assuming this is made 
available . 

The reason this is important f or this committee to 
consider - Congress bas already made available three 
billion dollars, and they're going to have to make 
available an emergency deficit for us of X amount. 
Up to the first of November, wit& the cash going out 
of the Treasury of those two amounts, for Public Works 
and for ourselvesL 780 million dollars ~ check were 
drawn out of t he Treasury tor the WPA and 5 million 
dollars in checks were drawn out of the Treasury for 
PWA. 

That ' s r igllt . 
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NoN, if that has a monetary effect you can readily 
see that one of the things this couunittee ought to 
know is bow fast the dollars are going out of the 
Treasury on the heavy stuff . You know that no matter 
what you do, our plan is t o drop - no matter, under 
any circumstances, we drop in WPA a minimum of 7 
million dollars a month, each month; so in three 
months that would be 21 million dollars plus, under 
any circums tances. 

Now, if your committee, then, wer e to go one step 
further, instead of generalizing about this, and 
say that if you didn't ha ve t o consider the problem 
of unemployment relief, you wer en' t considering that 
problem, but that here is the curve that you'd like 
t o see go, &~proximately, of dollars each month, out 
of the Treasury; then talk to us as to whether it 
would be possible between Ickes and myself and 
others that have Government funds that they can 
control t o some extent - i ncidentally, mine are 
Dbout the only funds that are now controllable, 
because t he rest of it is now tied up in contracts -
as t o whether l'le could ad just our problem so tha t 
it ~ould substantially fit the theoretical curve 
that you people would l &y out. 

llow, I don 1 t know whether tba t 1 s worth '0\orking out 
or not, but we •d be glad t o , if you thought that was 
an int er esting thing to help work with, t o see to 
Nbat extent Ne could adapt our program to what you 
t hink would be a theoretically d esir able t hing in 
terms of dollars going out of the Treasury, projected, 
let 's say, eight months ahead, a year ahead . 

But not in this letter. 

No, I•m thinking of something el se . 

I think the thing Harry i s talking about is absolut el y 
essential, but not in this t hing . 

No, but e s a l ong-range planning . 

'.l.ha t' s what your committee is supposed to be doing . 

That's what t hey ' re supposed t o be doing. 

!ha t's the heart of the Job. 
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Of course, the realities ot tha thing - I mean as 
tar as the next eight months is concerned, the only 
outfit in the Government thst 1s got auy control over 
real dollars- the ~est ot them, you can ·make them 
for a few millio~, but not any real money; i sn' t 
that right, Dan? 

That's right . 

I 1m perfectly frank in telling you now that we're -
Just in theory, now, ·without ever having subaitted 
it to the Budget or ever having its approval, the 
thing looks like a drop ot a min!IIIUIII of 7, and it 
might run up a s high as 10 million a month drop r ight 
up to the end of the fiscal year. 

Is that a normal turnover, Harry? 

No, that's being pretty tough with it . That ' s being 
pretty tough with it. 

You•re not actually letting anybody go, but those 
are the people that are leaving voluntarily . 

We don't make any r eplacements right now. 

That's what I aean. 

That catches about a hundred thousand people a month. 

Bow much in dollars? 

That ' s about 7 million dollars a month. 

That ' s cumulative, isn' t it? I mean 7 million a 
month .. .• 

That's right. Three months is 21 million.a month. 

Doesn 't make any provision for the seasonal unemploy­
ment. 

Well, the curve would be 1n our favor next spring; 
we'd get a sharper drop i n the spring than 1n winter­
time . But I think in the winter-time, if we don't 
take anybody 1n, which 1s &oing to be a tough thing 

Regraded Uclassified



Bell: 

Hopkins: 

.Eccles: 

Hopkins: 

Bell: 

H.Jt.Jr: 

Hopkins: 

Eccles : 

Hopdns: 

H.II.Jr: 

Oliphant: 

:!. 79 

-16-

for us to bold, we'll get at least a hundred thousand 
a month off tbe WPA during the winter months. 

Runs about f ive percent a month when you' re on such 
a high level. 

Well , if we get five percent a month, we'll get more 
t han that. 

You said from now until - the belance of the fiscal 
year - next July, Barry, that your expenditure would 
continue to drop at this rate. 

Oh, under the thing - the curves we've got in our 
office - now, this is irrespective of what money we 
got or what Congress or the President wi ll do - we ' d 
be spending in the month of June ne.xt year c.bout 
125 or 130 million dollars a month, which is in 
round figures 50 to 60 million a month less than 
we are spending now. Our figures don't always run 
uniform each month. 

That ' s about two million people. 

Yes. 

It will be right there about the first of July. 

That will depend on what - if Congress should give 
you more money, if the situation was such you needed 
more. You' re Just assumi.ng, however, that they don 1 t 
give you more; then you're estimating 

Wha t you've got to do , your committee has got to do -
Ickes got a billion and a half, I got a billion and 

\ 

a half plus whatever I'm going to get until July first , 
and that total is so much money and that ' s what the 
two of us spend . Now, what you going to spend next, 
what should you spend •••• 

Harry, I admit I'm all in. I'd like t o take this 
up tomorrow afternoon. I'm going to pin this on you, 
Johnny Banes. You're (Hopkins) lunching with me at 
one o ' clock . Xhen 2:15. And J ohnny Banes is carry­
ing the bal l tor ae tomorrow morning. ! uh? 

Will you tell your folks , Ba.r ry, to call a e? 
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I •11 call before I leave • 

Harry, everybody in this room is pledged to secrecy . 

Yes, I think it's important that there be no implica­
tion that a million people are going to be dr opped 
from WPA. 
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, 1es 
GROUP loiBETillG •ovember 21, 1938. 

9:30 A. 11. 

Present: llr . Oliphant 
llr. Gaston 
llr. Haas 
l(r. Hanes 
llr . Taylor 
J4r. Duffiel d 
llr . Lochhead 
Ur . White 
llr. Gibbons 
llr . llcReynolds 
llrs. Klotz 

H.!.I.Jr: Kac? 

UcReynolds : (Nods "Nothing . ") 

H.II.Jr: I haven't had time to get down to earth. 

llcReynolds: Nothing . 

H.J.I.Jr I 

Lochhead: 

H.II .Jr: 

Lochhead: 

R.lii.Jr: 

Lochhead: 

R.M.Jr: 

Good morning. How• s sterling? 

Well, it•s shaded off a little bit since the time 
you spoke last; it i s now about 4.69t - 4 . 101 
apparently not much excitement in the market, but 
a little oressure. Had no further cables since 
the earlier one. 

Well , I'll try to do my home work on sterling 
today; I'll get an hour and I'll read that stuff. 
We'll see how it goes along. 

Knoke is back; I had him in IIY office this morning. 

You' re going to turn him over to the White House? 

(Nods "Yes .") 

Work out a very definite s chedule for hia. 

(Bods to l(r. GibbODio) 
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Gibbons: 

H.U.J'r: 

White: 

H.lof . J'r: 

tlhite: 

H. l,! . J'r: 

White : 

H.ll. J'r: 

?lhlte : 

B.li . J'r: 

Oliphant: 

!l .II.Jr: 

Oliphant: 

l! .!&. Jr: 

Oliphant: 

H. LI.Jr: 

Duffield: 

H.M.Jr: 

Banes : 

H.ll.J'r: 

- 2 -

Nothing startling in lline. 

Harry? 

189 

There was some information f rom Brazil last week 
that they have.renewed their compensation arrange­
ments with Germany, on a small scale, but they have 
renewed it. 

The Brazilian Financial Attache, at my invitation, 
is coming i .n a t ten thirty tomorrow. 

We have had a proposal - what might be done for 
Brazil, if you want to take a look at it. 

Supposing you boys come in at ten - Taylor, White, 
and Archie. 

Oliphant ' s working on a particular ••• •• 

I •ll just take it in memorandum form, bub? 

Yes . 

All right. 

You know my slant on the thill8, anyway . 

Yeah. If you want - you want to sit in at ten 
o •clock? 

No, I don't think so. 

What? 

(Nods "No . ") 

(Nods to Kr. Duffield. ) 

(Nods "Nothing. ") 

(Nods to Kr. Ranes . ) 

Could I see you about five minutes~ I've got soae 
matters in the Bureau I don't want to bring,up hera 
not :Laportant enough. I jus t want to band you soae 
papers. 

Yeah. Well , bow about - well • •••• 
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!lanes: 

H.l.! .Jr: 

Hanes : 

!I.IJ . Jr: 

l!anes : 

H. 'l.Jr: 

!lanes : 

H.:.! .Jr: 

Hanes : 

H. r.! . Jr : 

Hanes : 

H.M.Jr: 

Taylor: 

H. ld.Jr: 

Taylor: 

H.iJ.Jr: 

Taylor: 

H.M.Jr: 

Taylor: 

- J -

Any time is al.l right; there's no hurry about 
this; ~ time you want . 

Two forty-five? 

0. K. 

Or have :you got an appointment of :your own? 

!90 

No, I don't think I ' ve got any . I•ll let you 
know if it isn't all right, but I am sure it is 
all r ight . 

RQW is the game? 

Pretty well. 

Outside or inside? 

Both. 

Is that all? 

Yes . 

Ah- Wayne? 

We got a let ter from the President on Saturday 
about this stamped envelope problem, and so on -
the same thing arises there that did about 
illustrating stamps themselves. 

Why did that go to :you? 

Well, it was just an accident. 

I'd already turned it over to Oliphant about 
three days earlier . That f ellovl Clark was in here, 
from the stock company. 

Well , there was a letter t hat come through for 
signature with an •Acting Secretary" stamp on it 
and I signed it . 

Did :you sa:r he could or couldn1 t ? 

Did a little •weasel" wording on it. 
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!l. ii .Jr: 

Taylor : 

Oliphant: 

Taylor : 

!l. l .Jr: 

Taylor: 

H.~! . Jr : 

Taylor : 

H.M.Jr: 

Oliphant: 

Taylor: 

Ol19hant : 

R.;t. Jr : 

Oliphant : 

Taylor: 

H. t.I . Jr: 

Taylor: 

- 4 -

Well , let's see what Oliphant did on it . 

rt •s being reconsidered, I unders tand, this morning . 

I understood that letter that came over from t he 
President , it went from you to Bernie , and Bernie 
told me he was working on it and it Ylill be ready 
today. -

That is right . 

That 's all right; then we do work together . 

Without knoY:ing anythin., about the law, if you 
can illustrate - t ake a stamp and illustrate it, 
I don•t see why you cnn•t take a stamp on an 
envelope and illustrate i t . 

It see~s t hat way t o me . 

Yeah. What else, Wayne? 

That ' s about the only one . 

If you ' ve got anything on Br azil, you will l et 
me know, won't you? 

1'/ould you mind reporting, Wayne , on the status 
of that letter from the State De;>artment we are 
waiting on? 

Basn•t it been received yet? 

No. On the Gerrum t hing . 

I haven ' t received an.Y ansV~er . 

I haven't either . 

The last I heard about it was t hat it was on 
Secretar y Hull' s desk. 

That ' s the one they tol d Kieley that he had taken 
it home with him. 

I r an into him, Friday night I guess it was, at 
dinner and be said nwhat more trouble is the 
Treas~y cooking up

1 
for e~e? " and I said I didn't 

know of any. 

\ 
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l!.M.Jr : 

Taylor: 

s .u .Jr: 

Taylor : 

P. .U.Jr: 

Taylor : 

!l. l! .Jr: 

192 
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Who was this, Hull? 

Yes . That may be what he was t alking about, but 
he wasn't very explicit . 

on 
Well , that 's all right. He jumped/ Herbert Feis 
because he said that there wasn• t any - also on 
Sayre. 

On the lack of coordination or cooperation between 
the two Departments . You see that letter that 
BUll wrote ce, which was writ ten about the same 
time I was talkinb to Sayre, was written by Feis, 
and he didn• t know that I'd talked to Sayre, and 
he didn1 t know that Sayre t alked to the British 
Ambassador, and so, naturally, when Bull gets my 
letter, sort of putting him on the spot, he 
naturally was sor e, and he wanted to know how come, 
and so Feis jumps on Sayre . But the letter, you 
see, that Feis wrote for Hull ' s signature, was 
written just at the time I v1as talking to Sayre, 
and he didn ' t know Sayre had sent us the memo, 
and Feis didn' t even know Sayre was talking to 
the British Ambassador . If it enclosed a copy of 
Sayre ' s conversation , which it did, he can .... .. 

We got Sayre's thing the day before. 

Yes, but when Feis writes the letter for Hull 's 
signature, which mentions ••••• 

If I was in Hull ' s s~es, I' d be sore too; I mean 
getting my letter. I refused to be on t he spot, 
so I put him on the spot, and t he reason - he 
never would have ~Titten the letter, I believe, 
if Sayre and Feis had gotten together. Just passi ng 
it along, as you ar e my contact. This is a State 
Depar tment matter . I'd be sore too - good and 
plenty, But we ' ll wni t until that lett er - I am 
not going to call up ur . Hull any more; we called 
him three weeks today; we called him three times 
l ast week, and I spoke to Sayre last week at 
lunch. I asked Sayre, wher e was that letter, and 
he said it was on ur . Hull ' s desk. Called the 
man three t imes , and called the Assistant Secretary 
one; that's about all. I 1ll wait. 
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Taylor: 

H.l.t .Jr: 

Haas : 

H.M.Jr : 

Hnas: 

H.H.Jr: 

!lnas : 

H.M.Jr: 

Haas : 

H. lt .Jr : 

Haas : 

H.l.l .Jr : 

Haas : 

193 
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I 1ve gone on two or three scouting expeditions too. 

I can wait; I , have too . I can wait . 

George? 

I have a few regular things here. 

George, ar e you goi ng to be ready at ten fifteen 
to give us an example? I don't want t 0 embarrass 
you by asking. 

Well , that doesn•t embarr ass me . 

Well , hell, whe.n are you going to be ready,_ George? 

Vlhen you left that you a sked Bell to take the 
three reports and see what he could fiM out, 
and - ah - he has them . Bell has them. Now, as 
to getting illustr ations of Ruml•s diagram, I 
don' t know if I ever can do that, and I am very 
doubtful if anybody else can ever do it, and 
Ruml doesn't - in IllY discussions Vlith him, he 
doesn• t f eel that you - nov1 that you can 
actually get an illustration, putting numbers on 
them, so the •• ..• • 

I thought you said l ast t ime that you could do 
it, using this year •s income . 

Not to conform with thAt table. 

Yes . 

No. 

\'lba t 1 s the sense of the table? It 1 s very 
pretty to have examples of. 

It is his way of i llustrating a theoretical point. 
Sometimes , Llr . Secretary 1• you can knoll tMt such 
a thing exist s in a quantative way, b~t find it 
is impossi ble to get an illustration. Another 
t hing that these numbers show - I am confident, 
but there is disagreement among economists - on i t 
is that t he number s would change with the different 
phases of business activiti es on the outside . 
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Ji,I{,Jr: 

Haas: 

H.li.Jr: 

Haas : 

H. Lt.Jr : 

Hans: 

H. loi . Jr: 

Haas : 

!l.Ll .Jr: 

194 
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I tell you, not to embarr ass either you or 
Rum1, suppose the two of you stay behind and I'll 
see you both. It is terribly important; I don• t 
want to put either of you on the spot. 

It doesn' t embarrass me, because I haven ' t 
done anything about it, but I don•t want to give 
you something and have you think you•ve got some­
thing, and I feel confident you don't have anything , 

Tell the same thing to Ruml. . 

I have . He told oe we should refrain fro~ giving 
you anythi.ng with numbers ; I told him he di dn • t 
have to worry about me, with that standing. 

The two of you stay behind today. 

I had a long talk VIi th Curry. You asked me to 
go over that, and we are v1ork1ng 

On my weekly business r eport? 

No, no; tha t material isn't the type of thing you 
could put in your business report . As a matter 
of fact , if you take it for what Cur.ry r1ould him­
self use it for , it is all very good, but those 
figures Curry wouldn't publish; you see, it is 
the very roughest figures , making approximations 
to demonstrate a theory, and he wouldn't publish 
them over his name, in the status they are in. 
Uaybe , sometime, with further improvement, he r.ould 
allow them to be published, but he told me, in the 
present status he did not want to publish them. 
I think that i s one thing when you see charts -
whoever is presenting them. There are all kinds 
of statistic~representing fact , and another 
group that represents partly fact and partly 
estimat es; another group of statistics , like 
Ruml had, are merely thoughts, quantities e~pressed, 
and to put the three of them in the same category 
is misleading. I don' t think he intended to mis: 
lead . They should be talked about; they should 
e~plain what they are . 

Well - we.ll, aeyway • • •• • 
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Haas: 

H.M.Jr : 

Hr.as: 

l!. li .Jr: 

Haas : 

H.M.Jr : 

Gaston: 

H.U.Jr: 

Gaston: 

H.!.I. Jr: 

Oliphant: 

Taylor: 

H. I.I.Jr : 

Taylor: 

R.U.Jr: 

Taylor: 
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I - I think - I mean, if I am doing it, I won't 
give you a~thing unless I feel you can t ake it 
anywher e you want to take it . 

I want to get out of the r ealm .of theory so I can 
s how it to some other economists and let them 
take a look at it . When we get this stuff, I 
intend to show i t to these other peopl e - Viner 
and Hanson, etc . I am not going off half-cocked 
on this stuff . I haven ' t got aoything t o show to 
anybody . 

I think the sooner, the better. 

I haven ' t got anything. 

You 1ve got •..• -Of course, I am not the one · 
to build up ••••. 

All right . Well , you two fellows stay behind . 

John, would you take this as a suggestion on 
our t ax forum. It may or may not be good. A 
fellow that used to do some accounting for me 
eight or ten rears ago . (B.M.Jr . handed memo 
to lJr . Hanes . ) 

Herbert? 

I haven ' t anyth1ng this morning. 

I think the second article of Fortune on Government 
bonds is going to be all right; it is all right. 

(Nods to Mr. Gaston.) 

(Nods "Nothing . ") 

Well , the next thing is ten fift een. 

(Nods "Nothing. 11 ) 

Ten o'clock , you say? 

Ten fifteen. 

I thought you said ten o 1 clock, Brazil. 

That ' s Tuesday. 

Oh, Tuesday. 
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FOREIGN POLICY ASSOCIATION 
I I J 

NADONAL IIEADQtJ.uzu.t, I 'WUr ~ nli.D:r, NEW YOU 

T.IP-• Cll1d.Uw ~-~ c.u, ~. T..,.Z.. 

November 21, 1938 

Honorable Henr7 Morgentbau 
Departaent or the Treuur7 
Wethington, D. c. 
Dear Mr. Morgentbau: 

In accordance with our conversation 

on Frid'1, I aa glai to send 70u a oop7 or some 

private letters or Mr. Charlet Thomson, a aeaber 

ot our starr in Latin America. 

RLB:RR 
enoa. 

Sincerely 70ura, 

/, 
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1Zt "5~ 
/1:1~v 

Note : One copy sent t o 
each of the above as per 
B. S. K' s inst ructions. 

llcB 
Nov. 29/38 

I 
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NEWS LETTER ON PARAGUAY 
Charles A. Thomson 

Foreign Policy Association 

199 

Confidential 
!lot for Publication . 

Buenos Aires 
October 10, 1938 

Thanks to the kindness of Ambassador Spruille Braden, I have 
just witnessed the signing of the Chaco arbitral award, whlch de­
finitely fixes the boundary between Bolivia and Paraguay. The 
ceremony was held under the wh.i te and gold magnificence of the 
•sal6n de honor" in the Argentine Foreign Office. Thus, the road 
to the long-sough t peace is finally free of the last serious 
hurdle. In passing, I might say that infortaed opinion g<:nerally 
accords Spruille Braden major credit for the successful conclusion 
which has happily crowned three years of delicate and arduous 
negotiations. 

During my rcc<:nt visit to Paraguay , I round that country r eady 
to welcome the Chaco peace. The overwhelm.ingly favorable major! ty 
in the plebi scite of August 10 surpr i sed even the most experienced 
political observers. ~eronimo Zubizarr~o:ta, the Liberal l eader who 
hod refused to sign the pact, round no support for his intrnnsi-
gent position . The voting .in the plebiscite seems t o hnve boon \ 
essent ially fair 1 it is repor t ed tha t th~ government was prepared 
to use pressure to secure n fnvoruble r·c;,sult, but round that such 
intervention would bo superrluous . Opponents of tl:e ponce torms 
bed criticized most th~ f ailure to give Pacngua~ nny sha r e in the 
alleged petroleum wealth nl ong the wcsto;rn cdc<- ,r tho <.'!taco. 
Their chlcf complaint against the pl c'oiscito w::.s tha t its phrasing 
was londed i n favor of ;.n al'f.il'l:m t i vv v.:> t e . ilu t they now nppoa r 
willing to accept the popula r dccisi.m, r.nd declare th-.t Parnguay 
•111 loyally abide by the poucc t ,:,r-.a:; t.nd t hat n .> subscquant govcrn­
~tn t Will qu~stion t heir validity . 

Th1: wnr has made the army tho d?minant fact'r in t he country. 
In the past, two major parti\IS dispute.'<! c :mtNl .>f Paraguay. At 
the end of the disastrous Five Y~ar• s War l'li th Argentina, Brazil 
and Urusuay, a group o f generals organized the Partido Nacionnl 
Republican.:>, kn::mn as the Col tlrad:>s. This pcrty ruled r "r 34 yo:.rs, 
fr.)m 1870 t o 1904. l.(oMwhlle , civ111M elanu.nts had f :m:tl.<d the 
Liberal Party, and this gr.>up, al though plagued at titles by f oc­
tiJnaJ. strife, d~ated the p :Jli tical scene fr'lLl 190•1 to 1936. 
F.>r ~ign :Jbscrvers r ep.>rt ~1nt tho Liberals uro more blessed with 
:tblo nnd intelligent loaders than th~o:ir tradi ti?nal o;>"'oncnts. 

In February 1936 the Libor1l pr esident, Dr. tusebio Ayala , 
whv had served thr.:>ugh.>u t the; wnr , wa s ..>vc.rthr>wn by C:>l.mel 
Rafael Franc;, . The Frnnc..> m.>ve::wn t \Jas buckt:d by r .:sti ve ex­
service men - demobilized after fighting ended wl t h the arUiisticy 
>f Juno 1935 - by labo r unions and by S .:ljjO students . Those 
elem~nts c>nsidered thu old parties discredited ar.d sought a new 
POlitical :.nd ecJnOIIIic ali~cnt. lab!"fover , .Ayaln's p?siti. . .n 
had been wonkened, duo t ' fea r s th3t he s 'ught a sc.c,nd tena, 
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and to the jealousy excited among m1l1 tary lenders by the specilll 
rav.>rs heaped :m General Estigarribia. Franc:> ' s regime made some 
efforts at land distribution and put on the bo)ks several pieces 
or 5.,cial legislati.>n, including establishment ot a llati:mnl De­
portment of Lnb.>r, with power t:> settle industrial disputes. But 
pJli tically his administration was a bfbrid . Juan Stefanich, the 
lending figure in the cabinet, was credited with semi-t nscist 
idc:as and a nationalism which would return Paraguay to tho dicta­
t Jrial tradi t1ons :>f its first half century as a nati "ln. Lnb.>r 
nnd the students , on the other hand , had been infiuenccd by com­
munist nnd SJcia.Ust ideas. Franc.> failed t .> ge t his dissident 
JUpp.>rters to pull together, despite etf?rts t .> unite them 1n a 
new party . Be also proved unable t.> hold the entire support of 
the army - whoso war-time leader, General Estigarribia, he had 
impris.>ned - or to enlist the backing of tho more solid and c Jn­
scrvlltive civilian leader s. His g.:>vernmcnt was .>verturned in 
August 1937 by certain a rmy .>f ficers , 1n alliance with tho Liberal 
p>liticians . 

A pr.>visionlll regime, headed by Felix Pniva , a professor , 
wo.s set up. But the civilians in the present g.>vernment are de­
scribed as subst antially "Jn~jssenger b.>ys" f .>r the army ·) fficcrs, 
whJ hJld the actual reins .>f p?wer. F?ur anon particularly stand 
.>ut• C:.>l.>nel ham.Jn Paredes , n shrewd p >li tici nn in unif ..>rm who 
Jccupies the ranking cabinet pl st .:>f Minister of the Interi or , 
Cll .>nel Ant .>la, commnnder-in-chiGf .>f the army; Maj?r Arturo Bray, 
half-English in blood , wh.> f ought with Britain's f orces dur i ng the 
lfJrld War, and who now is Chief .>f P:>lice .Jf Asunci.ln ; and Maj ?r 
S)sa Valdes, c.:>mmander ..> f three cnvalry regiments. All ·.>f these 
men are under 45 years of age . Their rule is in effect a mili­
tary dictat.Jrship, which jus tifi es itself ''" the gr.:>und that 
Par11guay needs above all ~rder nnd tranquillity. The press is 
cbsely censured, and .Jffending newspapers suspended. Many of 
tho c .>s t imp.Jrtnn t .>ppositl>n lenders are in exile. The relnti.>n 
Jf this reigning quartette t o ~eneral ~stigarribia is n.l t ent1r~ly 
cl ear. Some Jbscrvers believe that the "Four HJrsemen" pref er to 
keep Estigarribia 1n his present p.>st 1n Washingt.>n, fenri.ng that 
it he returns t~ Paraguay, they will be eclipsed. S<>me sentiment 
CXlsts 1n t he c.>untry fJr establishment ~fa str .Jng nnti Jnal 
g1vernment, with Estigarribin at the head . On the ~ther hand, 1t 
ls rep.Jrted that Estigarribia himself wJuld prefer not t .J tnke 
~ffice during this transiti.:>nal period. 

Arm.y leaders declare tha t Parc.guay is tundrunent ally c. demo­
cratic country, and that their rule 1s tecp.J rary. CJngressional 
electi.Jns were held ..>n Septewber 25th. The Col >rad.>s withdrew 
frJm the C)ntest on August 31, charging l nck of guarantees and 
.Jfficial pressure in favor of the liberals. In c.Jnsequence, the 
Liberals had no opposition and captured all seats in both hJuses. 
Paraguay has a compulsjry vJting law, so the ColJrndJs cast blank 
ba.U, t s at theJolls, whose numbar was r ep.lrted to apprJximate 
\30% 1! the .t .>t 125,000 v.Jtes cast. Despite this n::>ne: t oo en-

Regraded Uclassified



I 201 
-3-

couraging venture toward democratic "normalcy", hopes are expr es­
sed that the convening of congress will perau t civilian influences 
sradually to reassert themselves, and that tho process will be 
continued by presidential elections next Karch . On the other hand, 
some mi11 tary leader may upset the apple-cart by another attempt 
at dictatorship. The army, which is believed to number around 
15,000 men , still consumes trow 60 to 80 percent of the government 
budget. The country's economic situation may decide the issue 
between democracy and dictatorship. 

Paraguay came out of the Chaco conflict with increased eco­
nomic strains ; nnd this despite the fact that it fought the modern 
world's most economical war . Paraguay ended tho struggle without 
any aajor increase in its foreign debt, which now stands at 
600,000 pounds sterling - tor a nation of less than 1,000,000 
people. Bankers estimate that the internal debt does not exceed 
13,000,000 gold pesos {or about $9, 000,000.). Service on the 
foreign debt was suspended during the conflict, but both interest 
and amortization payments have since been resumed. Food was not 
rationed ; agricultural production was markedly increased. Paraguay 
now imposes no quotas on imports and only partial exchange control. 
Government salaries are paid up to date. During the struggle the 
common soldier was pa.id at the r a te of one Paruguayan peso o day, \ 
and the total per diem cost per man, includina :JUp;Jlies und food 
as well as pay, did not exceed, according to tho Minister of War, 
nine Paraguayan pesos. (The Paraguayan ~cso is now quoted at 70 
to the Arcentine peso, or approxima t el y 280 to the dollar.) 

How did Paraguay carry on its wur-time financing , In addi-
tion to using its sMall gold reserve , it requisitioned tho great 
bulk of foreign exchange accruing fr :liD EJxports, paying exporters 
1 ts equivalent in pape1· pesos. Wi th this exchanae it purchased 
what supplies were i mported . The paptr pes~s were ot course the 
prJduct of the printing press, and the r esult was serious infla­
tiJn, the pes~ declining from 19 to th~ Arg~tine peso to a ratio 
of 90, bef~re rec.,vering t o the present ratio o! 70. Jll)reover, 
the G"vernoent requisitioned annually trom cattle-growers some 
seven or eigh t percent of their herds , payi.ng them in script, 
llhicb subsequently has been exchanged r~r gold peso bonds, and 
11as included in the figure t or the internal debt just centioned. 
Local banks and business h"uses also made relatively small l )ans, 
llhich in great part are r eported t~ have been repaid. 

Outsi de purchases of military supplies were cut to n minimum. 
Parasuayan leaders decl:are tha t the CJuntry started the war witb 
an army or 3,000 men, ot whom ?nly 1,000 were in the Chaco. (B.lDe 
i nformed sources, h~wever, raise the 3,000 figuru t.., 8, 000.) It 
had at the finish 80,000 to 100, 000 men, but never any ml re than 
25,000 in the tr~t line. Officials state that f J reign purchases 
were princi pal.ly ritle and machine-gun omunition, s0101e artillery 
Gmmuniti.m, and a t ew p~anes, witb ton the mnx:Unlm number in activo 
serVice at any ..,ne time. They assert that Paraguay 1Jiported no 
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arUllery, no hand-grenades , no a irplane bombs . Supplies of the 
last two Hems were supplied by a domestic war industry. The 
hand-grenade became a very important we:~pon , the soldier often 
preferring i t to t he rifle1 pr oduction started a t the r a te of 110 
a day and fini shed a t the- rate of 130 an hour. Truck bodies a t 
the s t art were turned out at the rate of one every seven dc.ys 1 at 
the end seven per hour. But the Paraguayana assert thr.t their 
bes t source of supplies was Bolivia , and that at the end of the 
wnr 80 percent of their armament had been captured from the enemy, 
including 40,000 rifles. They started the war with 44 pieces of 
artillery and finished wi th 66; y e t , General tstigarribia told me 
that for months at a t ime the a rtillery was silen t for lack of 
n;!llllunition . 

Paraguayan leaders are also united in denying that they re­
ceived any large-scale aid from ~rgentina. They assert tha t t ho 
Buenos Aires government f acilita ted them no loon (although there 
were some short- t erms transac t ions with Argentine banks) , o r sup­
pliod t hee with any munitions. However, nhcn the League embar go 
wes on , Argent.ine officials are reported to h::.vc shut their eyes 
to t r Msi t of "'ll.ropeon shipments up the Pc.r an6 R1 ver. The Pa r a­
guayan army included a so-called Argentine regiment, but this wa s 
recruited in the Argentine province o f Formosa, which is l a rgely 
populated by Paraguayans. An Argo::ntine nil! t nry mission wns sta­
tioned at Asuncion when the wur bl'oke out, but t his was promptly 
wi thdrawn. The Pnr oguayan a rmy had the holp of n few foreign 
officers , i ncluding a number of \Illite Russinns , bu t ::mly a handful 
of Argentines. These Paraguoy:m denials , however, have not s erved 
to c::mvince soce foreign observ(.rs .>f the en tire absence of Argen­
tine assistance . Proof of this cooperation is lacking, but sus­
pi cion lingers. I pass these f nc t s and figures on t~ you, f or 
what they are wor t h in •Jur presP.nt state .>1' kn:>wledge . 

It i s largo1y true that Paraguay is a c.>untry o f no sta t istics 
and few definite f ac ts. What you leorn is a lways appt·Jximate , 
W Q menos, lilurc :> r l ess. Wri tten sources aro f ew, ond verbal 
stateuents neo:.-<1 t -> be checked and r e-checked. F:Jr example, take 
the rise in the c .>st ?f living which the l.'hac:~ llar and inflatbn 
hnvc br.>ught t :> Paraguay . A leading l awyer t ? l d me tha t since 
1932 i t had gone up three times, rep<)rting t hn t he had t :> send his 
servnnt t:.> n~arko:: t with 600 Pa1·aeuaynn pesos n ·:>w instead :>f 200 . 
Then I came upln the manager .>f a f.>reign bank wrestling in his 
office with a sheet Jf prices ; t ho ~ary of his Paraeuoyan empl.>yees 
Shifts w1 th the price l evel. He ventured with s..>me caution th? t 
the cost .>f livi ne had g~no up between 300 nnd 400 percent. Tnen 
1 talked with n g r oup at the Nnti.:mal C~nfederati.>n .>f Lab')r whJ 
asserted that the rise was 600 percent . I put 1t d .Jwm as a 
Pornguaynn f ac t that the increase had been at least three- f old . 
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But wages have lngced behind, nnd c:msequently there 1s s?lle 
grJund for disc;~ntent. The Cvmm'>n laborer in t .>wn makes ab.-,ut 150 
Pnraguayan pesos a day, in the c.>un try ab:lut 100 ( respccti vely 
50 and 35 cents in U.s. currency). Wage figures furnished by labor 
leaders indicate a general rise of from 200 to 250 percent fr;)lll 
1932 to the present. The labor movf!IJient cla.lma SOllie 25, 000 members. 
1'he strongest unions are found among the port workers nnd in build­
ing construction, packing houses, textile and shoe factories, ond 
on the railroads and street-cars. In 1931 the labor unions were 
dissolved by the Guggiari government, but with the accession of 
Colonel Franco in 1936, they came out again into the open1 the 
National Confederation of L:1bor was formed , and some gaina were 
aade. Leaders now advocate a moderate policy and "democratic" 
tendencies, r.nd play down socialist and communist ideas, which in 
the past had won some ground. 

· ~onetheless, tho danger ·of "communism" is cited by the military 
as justification for the present dictatorial government. It 
serves equally well those Paraguayans - chiefly army officers nnd 
war veterans - who think of themselves as fascist , and who organ­
ized the "Frente de Guerra". One colonel told me, "The officers 
are fascist principally because they are opposed to communism, 
which is the worst typo of dictatorship; and in the past communis 
ideas have been strong among the masses.• The "Frcnte de Guerra" 
has attacked both old parties, criticizes "sloppy" democracy, and 
nrgues for nationalism and dictatorship. Opinions differ widely 
as to how much real influence it has. Aside from the "Frente, n 
it does not appear that Nazi and fascist influences hnve made much 
dent . Some of the newspapers carry Italian and German propaganda; 
both nationalities run schools in "suncion, but chiefly for their 
own children, rather than the Paraguayans. The Franco government 
ordered 36 airplanes from Italy - Caproni bombers and Fiat fight­
ers. Tt.e first shipment recently reached Asuncion, but has been 
held in the customs until Parlliuay was ready to make payment. 
But now that the Chaco war is over, the government does not need 
the planes, and is r eported to be shopping around to find a 
customer for these unwnnted goods. 

The most interesting foreign influence in Paraguay is that of 
Argentina. There is no doubt that this "backwoods" republic, 
•hich bas been frontier country for three centuries, falls within 
Argentina's economic empire. But this is not due pril:larily ~ 
heavy investments of Buenos Aires capi td . Arcentines are the 
largest landholders in the Chaco, but a t that the worth of their 
vast tracts probably does not excood f6 , 000, 000. Argentine capi­
tal is also reported in the railroads, and in the streCJII.cars ot 
the capital. It also controls the M.ibanovitch line, owning the 
most important steamer tleet which links Asuncion with Bumoa 
Aires. And i t is throuch control ot cOIIIRUDications that Argentina 
hu what some .t>ar88Uayana teal is a strangle-hold on their economic, 
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life. For most of Paraguay's foreign trade goes down the river, 
the greater part of it on Mihanovitch boats, und much of 1t is 
tr:msshipped a t Buenos "ires. It Argentina closes its ports, as 
happened a year ago when yellow rever was reported in Paraguay, 
uus inland republic is cut ~ff from the world. Hence, the au­
thorities at Asuncion are pla.ying with the idea or an outlet 
through Bro.z11, either by a road via Igua11S11 t o open up to tourist 
traffic the famous falls there; or by extending the Concepcion­
Horqueta r ail road line to the northeast to meet a similar pro­
jected line on the Bro.zilian side. But 11ppool1ng as these projects 
look on the map, their economic utility is highly dubious. I must , 
however , so.y a word for the Iguassu Falls, which the guidebook 
reports are higher than Niagara and hLlf ago.in as wide. I flew 
over them on my way from tiao Paulo to Asuncion, ond they ore worth 
going a long way to see. 

In addition to military dor.tinance and some t.conomic disloca­
tion, the war has bequea thed Pol'nguay a n ew outlook on the future . 
Captain Bazzano, Minister of War and graduatE: or K.I.T. at Boston 
said to :ne: otnow o shadow of thirty years has becm lifted. In 
the past we have had our though t s centered on A war which we knew 
we would have to fight sometime. But now we can look ahead to 
constructive endeavor s." A professor reviewing the results of th~ 
rmr decl:trcd: "It chant~ed our natLmol corul o from thnt of a de­
fea ted nation which llelioved 1 t could do nclthing - the heri t nge 
of the Five Years War - to that uf a victniou s p<nplc with gNw­
ing assur:mce and s~lf-confiden<:c. n Pnraguuy is talking uf rec.m­
structi)n . It r ecognizes it h~s t v start olm~st fr~ scratch. In 
:1 cJnvcrsativn with ex-President .o<yaln her e in Buenos hires, he 
tJld me tha t a 19~5 survey .:>f P11raguay 1 s 130,000 famers revealed 
thnt they p:>ssessed .. nly 5 ,000 steel plows. Th\l seed c:>JJ;.l:>nly 
used is old Md run d w.n . New seed, new implcuu.:nts w.:>uld multiply 
pr:xluction and ec.>nJJdc wealth. uivcu peace and the holp 1f a 
littl e f :>reign capital , Paraguay's l cad2rs hopu that they fnce 
tJward n f'u turc .:> f gr .>lO th and pr~Ll1 se. 
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On the night be~ore I ended my month's stay in Brazil, I 
met with a group of some t_wenty university professors, industrialists, 
utters and economists . One ·of the questions we diacuseed referred 
10 srazll'e foreign policy, in the case of a European war. "Brazil 
t ill never fight on the side of Germany, 1 declared one member of the 
group, and hie statement found unanimous support. The talk br ought 
out - what is always so striking to anyone who has known t he hostili­
ty to Yankee Imperialism in many Spanish-American countries - Brazil's 
atrollJ tradition of close friendship with t he United States. These 
~aztlians hoped that the American states could keep out of a European 
ear , but , come what may, they held tha t the nations of the llew World 
ahould adopt and follow a common policy. 

Jhlle realists tend to view President Vargas as a political 
opportunist par excellence, no Brazilians I talked with seriously be­
lieved that Vargas would - no matter what flirtations he may have oon.. 
aldored in the past - attempt to carry Brazil away from its century­
old alignment with the United States, I n the field of trade Brazil 
4s ~en willing to talk business with all customers. In the new re­
armment program (to which I want to refer later), Germany won the 
right to provide tho bulk of supplies for tho army. But geography, 
blatorloal tradition and economics are to be counted in the balance 
on the side of the United States. 

~oroover, i nternal factors influence Brazil's attitude to­
ward Germany, Brazilians have followed tho negotiations on t he Sud­
eten question with c lose attention. The arguments adv!Lllced for a 
plebiscite and for the minority rights of German residents i n Ozecho­
alovakia could theoret1c'!.lly be urged also in favor of the GeriDAn 
colonies in Brazil. One journalist in a recent article opposed the 
principle of plebiscites, s uggesting that if one were held in Brazil, 
the Germane and their eym~thizere might win a majority in tho three 
southe rn states of Parana So.nta Oatharina and Rio Grande do Sul. 
l bll e this is an exaggerated statement, informed observers do not 
olnlmize the threat of German penetration. They bolieve that the 
Nazis have been disposed to go just s.e far ae they were permit ted by 
counter forc es. 

Representatives of one Brazilian ~rty told me tho.t within 
the l ast six months they bad b&en apjlroaohed by oerttlin Germans high 
In the business world who asked what t heir a tt itude would be ehould 
the State of Rio Grande do Sul separate from Brazil to become a Gar­
Clan colony or protec torste, The Germans offered this party, in r ... 
~n for a pledge not to oppose euoh s. move, wa r materials, troops 
and Other aaeietanoe to enable them to overturn the Vargas governaent 
and take J)OWer 1n Rio, It was intill&ted that It!lly would support the 
Ge~n ~eve . But t he baited hook failed to bring a nibble. 

There ia great ne~d for a thorough study - it would take 
•b lllonthe or a year - on the number and aoUvtties of Gormana. 
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&llans and Japanese in !lrazil. Accurat e facta are dia&PPOintingly 
'~arce . The l ast national census was taken i n 1930, and the nex t 
:ne iS not due until 1940. Immigration atat1st1oa are an uneafe 
uide for no one knows to what dagree their totals have been modi­

fud by emigration, deaths and other factors.· The moat recapt govern-
,ent estimates place the number of Italians in the country at 770,000; 
of Japenese at 134 ,000; and of Germane at 73 ,000. This l at ter figure 
ue::~s incredioly low, since slo Paulo State nlone estimates ita Gor-
~ populGtion at ~7,000; and the col onies resident in t he other south­
,,111 states o! Parana, Sant:l Oa tbarina and Rio Grande do Sul nrellarger 
In all pro bability . But the Germane i n Brazil have been significant 
not alone for their number , but also for their ol oee-kni t organiza-
tion, and their aggressive zeal wi thin recent years for epreacHng Nazi 
doctrines o.nd infl uence. This cruea~e finally became an open threat 
to Brazili~.n uni ty; and tho Vargas r eg ime t ook steps to accto!l the 
~~er. On April 19 last a dec r ee barr ed fore lgners and foreign organ­
lzatlons f rom engaging i n any political activity in Brazil, and alao 
forbade proP!8anda favoring poli t ionl part iee in the i mmigra.nte' home 
lands . Tnie meneure was supplemented by laws i n the States of &anta 
~tbarina and Rio Grnndd do Sul, requiring that t enchere in German 
and other foruign eohoole be Brazilians !!.nd c l lleeee be conducted i n 
~rtuguese. Such wee German resent ment at these measures that ~he 
Jazl •culturnl attache• in t he Rio embassy , who was reported to have 
~de even the German Ambassador play second fiddle - the attach' wae 
a llnzi, wh1lo the AmbaBBldor ws e not - lef t for l!B r lin by apecinl 
plane . It is not yet clear to whnt degree this poll tical set-back will 
affect the Germo.n t r ade drive. For t ho first four mont hs of 1938 , 
Geraany retained t he lead over t he United States i n Brazilian ~orts 
It had won in 1936 and 1937 . 

At th~ same time President Vargas hae eliminated from t he 
~litico.l scene Brazil's domestic fascists, t he Jntegralieta. When 
on ilovemcer 10, 1937 he made himself absolute dicto.tor of Bro.zil , 
eorapped the 1934 constitution and procl~imed a more authoritario.n 
document , he had the o.ctive eup;)Ort of thiB strong , nation-wide par-
ty. The Intcgraliet e were led to expect they would play a prominent 
role in the new eet-up, with one or more cabinet positions , (Leade:re 
of other Brazilian parties experienced in tho ways of local politics, 
firmly believe the Integraiiete were receiving financi~l aid from Ger­
~ny and l tcly; they wora spending far mor e money than could re~son­
aoly oe s ecured from sources in Bro.zil). But once Var gee ho.d consoli­
dated hie posit ion, t he Integr aliate were thr own into tho discard and 
tbeir perty d issolved. After the a bortive coup of last kay, many of 
tbeir members were jailed. The party is now ~~derground; some obaerv­

CT_ believe i t effect ively c r ushed o.nd ita principal leaders discredit­
ed; other r ecall that it included numerous army nnd navy office r s 
~onb its su~portera and hold t hat it still retains sufficient for ce 
or a come- back s hould s favorable opportunity arise. 

Thus President Vargas baa taken action against ~th forei£0 
a~d dozest1c !aaciete , o.nd baa made clear that hie rule ie dictator­
l.ip, Brazilian s tyle. I f you don't mind, 1 should like to put in 
here a few words ae to how Brazil , with ita Portuguese tro.dition , lo.n­
guage nnd cul turo differs f rom Sp::niah-Amerio 'ln oountx iea. For Var­
gas Ia only to bB understood in connec tion with hi e mil i eu. One of 
the lessons wt i ch a viait to Brazil t oo.ohee ia thnt Brazil ian condi­
tions must nocaaaarily be defined i n snzilinn terms. Regraded Uclassified
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The Brazilian largely lacks the Spanish sense of personal 
dl.gn1tY' he oaree little for 'front• or ceremony. He ie in!or~~~al , 
casual .• At times he is unbelievably casual. Witness the Integral­
ist attack on the Presidential Palaoe on May 11. The rebels did not 
trouble to post guards at the gates of the palac.J grounds; people 
drove in and out to see the fighting whioh was going on only twenty­
five yards away. The Brazilian is tolerant, not fanatical . He 
~kes no fe tish of abstract principle. He laoks the cruelty of the 
s~niard. He does not like to kill. The leader of the ~ay rovolt 
was not shot, but given onl.y a ten-year sentence . The Brazilian has 
a genius for compromise; he does not recognize ehc.rp lines of divi­
sion; be do~s not mnke permanent enemies . Brazil does not have a 
color liM , but rather a color zona - \.!tough the t ransition from 
w~ite to ol aok rangee .by almost i mperceptible stages. The same ohar­
actcristic mny be apylied to social and political alignments. Brazil 
lacks a cldar-cut Left and a clear-out Right. The men who today ar o 
Varg~a· en~miee may be in hie cabinet tomorrow. I t is largely true 
tMt because President Vargas corresponds to t his medi~ - c.nd also 
to l c~rt~in traneitiOD9l stage in Brazil's politic~l development -
h~ has oee:1 successful in holding power. 

Hie government is of course a dictatorship. Talk of the 
pl eo1so ito which woe to ratify the llovomber 1937 coneti tutton is 
seldom heard. President Vargas and hie associates are reported to 
f~dl they n&ed not trouble with it . They ap~rontly find it more 
convenient to govern directly by dooree, than ooth~r with a leg isla­
ture. Intarvijntors or federal commissioners, named by Vargas to re­
place former governors, rul~ all states e.oept one . Civil liberties 
arc at the whim of the authorities. Censorship muzzles the press; 
there is no freedom of speech. One American remarked: 1 I never at­
tempt to discuss politics, except i n small groupe at private houses; 
I don•t write about it i n letters, for you nevar know whe~ they will 
~ opened .• Arrests are aroitrary. Jus t before I left Sao Paulo, 
ao:c t*enty of the most i~portant leaders in the S~llee de Oliveira 
P3rty were seized at the order of tho Interventor, a nd told t hoy 
could oboes~ between imprisonment nnd exile fro~ the city of Sao Paulo. 
I talked to men who had been i mprisoned on suspicion for long periods. 
They l of t no doubt in my mind ae to tho f~ot of extensive police bru­
tl lity . It wee not •reepectablo" pol iticians who suffered, but al­
l~cd oo~uniata and to a 1eee~r degree I ntegraliata arrested after 
the atteMpted coup of last l!ay. 

The Vargas regime rests primnrily On the SUyport of tho ar­
my and navy. It ie a military diotntorship; but it is more than that, 
for it commands considerable popular support, due to Vargga' virtuo­
sity at PPlitioal j~6li~ and conciliation, and to hie courting of 
tho meaaea through socia l legislation and other me~ns. The preoi­
dent• a supreme political aa t utcneaa is aocorddd univers~l reoognigion. 
Vargea doea not talk· no one apparently knows whet is i n hie mind, or 
• hnt he will do next: He does not hold grudges; i f he needs a man, 
he Will uao him no matter if tha t man has fought sgainet him i n the 
~t; but the dlaeard aw~ ite any can or party whose usefulness is 
ended, Tho preaide~t bal onoea the power of one politiocl leader with 
another, one ata•e with a second, one general with hie r ival. A 
:oretgn ooaerver remarked: •va rgaa has boon double-oroeai~ the 
benerels eo fast, that he has them al l dizzy; no one of them knows 
how l ong he can stay on hie horae . • The president is careful to aee Regraded Uclassified
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that no member of hie admin1etrat1on achieves too great power or 
ositiOn. Francisco Campoa. ltiniater of the Interior and author of 

fhe 1937 conat i tut ion, haa aeen h1B personal a tar wax and wane. Hie 
reported admiration for faaoiet ideals ia balanced by the demooratio 
aentiments of Dr. Oawaldo 4ranha, Foreign ltiniater, former Ambassa­
dor at Washington and friend of the United States . In the army, 
General Goes Jionteiro, Chief of Staff, is played off against General 
~tra, Minister of War. These two men, formerly friendly, are now 
reported to be at odds. Goes ltonteiro 1B oonaidered t he more able and 
intelligent of the two, and is rated Brazil's beet strategist; ho wae 
tho star pupil of General Gamelin, when the latter - now Fro.noe •a 
Chief of Staff - was head of the French military mission in Brazil. 
ooaaip has it tho.t 4ranha and Goes Monteiro fo.vor holding the consti­
tutional plebiscite and a gradual return to democratic norma, while 
Dutra opposes the plebiscite, and is suspected by aome of ambitions 
10 set himself up o.a the head of a neo-fasoiat r~ime . Ta.llc of \rar­
g1a' possible overthrow turns moat frequently on the Dutra-Go&s lton­
tairo rivalry and friction. 

President Va.rgo.a announced with hie November 1937 coup the 
establishment of a New State i n Brazil. Domoqracy had f1iled; Bra­
zil henceforth was to have an 3Uthorito.rian regime, which would uni­
fy tbe co~~try in tho faoe of a chaotic international situation, eup­
presa subvo3rsi ve influences , and put new eff ioienoy and drive into 
government . aut what in practice, as distinguished from theory, doea 
the llew State stand for? 

1. Direct government, that is, personal diot!.torehip. Vargas has 
ruled Brazil since the revolution of 1930, but there is some truth 
In t he contention that events have limited his opportunities for con­
struct ive achievement . Between 1930 end 1934, attention necessarily 
centered first on consolidation of the new regime, then ita defense 
~alnst the 193a Paulieta r evolt, end finally on the drafting of the 
1~34 constitution. The first Congraes under this constitution was 
c~rnctcrized by ona foreign resident as •worse than a Ladies Aid 
S~loty•; talk blocked action. But with Congress out of the way af­
ter ilov.emoer 1937, governmental machinery began to hum. Office­
holders were foroidden t o hold more than one job; end the efficiency 
ot t he bureau crcoy was stepped up. Some of tho worst grafters were 
ellcinatcd. (In this connection Varg~s i s generally credited with 
ent ire personal honesty.) The president and his advisers turned out 
decrees much more swi.ftly than Congress had produced laws. Sines 
l ovemoer 1937 it is stated th~t 500 laws and 3000 decrees have boon 
lsauod. But much of this legisl ation ia ~stily end carelessly 
drafted. Formerly debate in congress served to lron out defects, 
bu t now that chance is lost. 

a. Centralized government as opposed to tho former emphasis on state• s 
rlgnte, which tn Brazil ~s been carried farther than in tho United 
St~tee . To use a word coined by Foreign Yinister Arenha in en inter­
View, the tendency was to •chinaty• Brazil. In several cases the 
&tate militias were armies in all but n~mo; and some were equipped 
• h h tanks and oomoing planes . Br&%11 o s only QDti-aircraft gun a wore 
ordered by Governor Florea de Cunha for the state forces of Rio 
Crando do Sul, but arrived after he h~d been ousted. Ststes had tho 
~er to levy export duties . wow President varscs h~s reduced the Regraded Uclassified



-5- 20 f 

er of the militias, particularly in those states where they might 
~used against him; and also decreed progressive elimination of the 
ttate export dut ita· Opposl t ion to this trend toward centralization 

11 strongest in Sao Paulo , Braz 11 1 a rioheat and most produoti ve eta te , 
tblcb seeks as far as poaaibl.e to run ita own affairs. 

3, llationalism. I he.ve already mentioned the legislation og~.inst for­
eign organizations, and the quietus put on German aotivi ties. In ad­
d! tion the ~/ovember 1937 oonst i tution required the shareholders of 
wnks and insurance companies to be Brazilians (a provision not yet 
enforced) and pointed toward the progressive na111onal1zation of 
~!nee !lnd waterpower. Last April a decree excluded foreign interssts 
fro!ll the petrol own industry, just at the time when a lar6e refinery 
of Standard Oil of New Jersey waa about to bag in operations, 

4. Roarm~ent. .Uono with the nationalistic emphasis baa gone a pro­
gram to strengthen the armed forces. This had been under discussion 
tor years , but tho November coup freed Vargas' hands for immediate 
action. Brazil plane to spend some 1100 ,000,000 on this progr~m dur-
1~ the next five years . According to an agreement concluded before 
tbe President fell out with the Nazis, Germany is to provide the bulk 
of ltllteriol for the army - heavy artillery, light artillery , anti­
eire raft guns, etc. Brazil is scheduled to receive fro:r. Germany each 
yeQr for the next five years 50,000,000 marks worth of supPlies, or 
a total of 250,000,000 marks. Of this BULl, approximately five-sixths 
cen be paid in oom~osated marks, and the balance in free exchange . 
(Thus in spite of Washington's efforts to discourage Brozil'e experi­
ments in barttlr trade, the country - barring a European war - is com­
mitted by this erma ngreement to compensated marks for at least five 
yenrs. A high militnry authority told me he considered tho dependence 
ot Brazil's a r my on German sup~liea a greet mistake; should a Europe­
an conflic t brenk, Br nzil would be out off frOQ Germany, would oove 
to turn to the United Stetea for muni tiona, and would oo lllondieapped 
by a confusing variety of models in i te ari:IOI!lent.) ror tho 011vy 
three suomnrines were oought from I taly, and negotiations ore reported 
~dor way for three more . Three cruisers wero ordered from England , 
and threa others are to be built in Brazil, using fabricated motorial 
from the United States. In t hie way Braz 11 plans to secure the 
cruisers which it originally proposed to lease from the United Sta tea. 

Some observers view Brazil's failure to obtain those 
era aa e crucial event profoundly influenci~ the recent trend to­
•nrd dictatorship. According to t his theory, the success of Argen­
tinn in blocking the proposed deal spread consternation among Brazil­
ian lenders . Brazil had believed it enjoyed a favored position in 
~ricnn friendship . But Argdntin~ , its moa t fonred rival, had been 
sole to ruin ita prospects. President Vargas is reported to have 
called to,>ether army and navy chiefs and pledged them his support in 
ouil ding up Brazil's armed strength against t his threatening develop­
cent. Thus was oorn the alliance which ~de possible the November 
1~37 coup. For only Var&ae could give the military leaders the money 
tr.~y wa~ted. both of the leading candidates in the presidential oam­
~ign of thnt year had ooligations to various interests nnd support­
era; neither would be atron3 enoush to take tho Qtep which alone could 
make possible the enlarged expenditures for the armament program -
auape~sion of service on the foreitn doot. So the elections ware 
cnlled Off, and Vargas with the backin£ of tho army and navy made him­
:elt noeolute dictator. Now the arm~d foroee are getting •hat they 
ant, and resumptlon of service on the foreign debt is a dead issue. 
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A •mixed" economic poliot. While the 1937 constitution pointed 
;;azii toward the *corporat ve organization of national economy,• 

he 1210st important reoent shift in pol1oy - that relating to ooffee 
!xports ~n the fall of 1937 - was away from regimentation and in the 
direction of liberalism and free trade. The government abandoned 
price defense , and t he coffee export tax wae reduced from 45 to 13 
•llreis a bag. But in Kay of t his year over-production again threat­
ened and a decree requirtd each grower _, turn over to the govorlllllent 
a •sacrifice quota• of 30\ of hie production (15{ in the caeo of the 
tlner coffees). However, tloffee experts with whom I talked believe 
chat Brazil is approaching an equilibrium between production and mar­
kat demand. I n the state of Sao Paulo alone between 300 ,000,000 and 
400 ,000 ,000 trees have been out down; tho coffee borer has reduced 
output; there seems to bo growi~ recognition that future emphaa1e 
must be on improvement of quality rnther than increase of qunntity. 
Hopes are expressed thnt tho quota provision may be re~oved enrly in 
1~39, and future reestablishment of control avoided. 

The fal l in the world price of coffee hae been compensated 
in the case of Brazil by a quantitative increase in exports. lono­
theleaa Brazil has suffered a r ecent reoeeeion; internal trade ie 
esci1218ted at nbout ~below last year, but th~ decline baa been 
less severe than in the united States . 

The Brazilian government railroads have under considera­
tion purohnse of 36 locomotives and 1000 freight oars, worth some 
.6,000 ,000. The Germans are after the order, and nre reported to 
have offered four-year oredita , but are unable to promise prompt 
delivery. Americana in Brazil, i n view of the country•e grent need 
for improved and more eateneive communications, argue that it ie of 
nrategic importance for tho United States to secure this or der. .t.t 
the time of my etay, decision promised to h inge on the ability of tho 
Export-Import Bank to offer credit terms which might compete with 
those of the Germane. 

6. Social le~ialation. The Vargas regime einoe 1930 baa been reapon­
eibie for a arge mass of social legislation, including the 8-hour 
day, one day• a rest in seven , special protection for women and ch il­
dren, and now a minimum-wage law which is soon to go into effect. 
1bile labor suppor t ers deny that this leg islation has been very ef­
fective, employers report that it is enforced to an uncomfortable de­
gree. Labor organization ia under government control . unions a re 
organized by the government, protected by the gover nment and s ubor­
dinate to the government. Strikes are f or bidden. In sao Paulo c ity 
the coat of living index rose from 100 in 1934 to 161 in 1938, t he 
chief increases being in food items; but in otber parte of Brazil, 
P8r t tculnrly the rural distriote the riee wae 1oee marked. Studies 
made in Sao Paulo estimate 10 miireia (about fifty cents in u. 8. 
currency) to be the minimum livi~ wage, to provide bare neoeaeitiea 
for a family of five; but the great bulk of the wago-earnere aro re­
Ported to receive leaa than this minimum figure. 

?, President Vargas hae yet to abo- achievement in a field where a 
dictator usually maltoa his greateat olaime - that of public works . 
One ot the moat frequently repeated chargee •de against him ie that 
he ia not a builder. Brazilian cities, euoh as Rio de Janeiro , 8'o 
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and sello Horizonte, have been going through a conetwction , 
and ::any new government edifices have oeen erected. But 

haS aililost no paved roade, outside of a ten-mile stretch 
of the city of sao J>aulo, and the eection connecting the 

•~'!r capital at Pstropolie with Rio. Vargas bas promised to ini­
'f':e shortly pe.vill6 of the road between Rio and SI!J;o Paulo, tngi-
11 also have under survey the route of a railrond e.craae 'he 

ed6~ of the Obaco to link tho Brazilian city of Puerto !a­
with Santa Oruz in 8olivia. But tbees developments a t e still 

t3ntir.lly in the project stage. 

Discuasion is cgain under way on plane to exploit Br~zil•e 
1 ore dcjl()Si to in 141nae Gerace, much of which run SO~ pure ~ron. 
lack of good coal ba.e handicapped development of heavy industry, 

b'JI c number of blast furnace& and mille are now opernting with ohar­
c~ and petroleum; this year Bra.zil exported some steel to Argentina. 

is expressed in certain circles at the possibilities of a 
pro,ce•le for s~elting at low tomperatur.ee. Some of Brazil's 

leaders argue that if the country ie to eecnpe from ~~.r.r,~~~~~~ 
otntus where it exports raw ~terinle and competes w r 

e~o:~omlc and socinl levels, it must industrialize, and an,ouJla oxhl!!.Us 
efforts to thn t end. 

Eow lofi6 can Vargas stay in power? No one in Brazil will 
this question, for no one knows. The President's wizardry at 

~ ~''''"u' jugslin0 ie an eaaenti~l element in hie aucoeae. aut it 
for nl moat a daily shift in gueeeoa and for continuing un­

conc~rning t he eventual trend of Brazilian politics . No 
when Vargas• hand may slip and some one of the many balls 

air may escape hie grasp. The moat experienced observers 
refuge in the assert ion t h:1 t pract ioo.lly anything can happen. 
3re some who believe that opposition to the present r6gime ia 

~··•••••l coalescing. Yet this opposition may lack opportunity to 
unleee Vargas suffers defection on the part of hie military 

~~'''"'""e11, or tho economic curve tnkea nn acute turn downward. 
on indefinitely, the continuance of dictatorship or a 

return to democratic processes is likely to be determined by 
ve st r engt h of the various domestic and international pres­

which play on the "fox of Cat tete. • 

I don•t want to oloae without at leaat a brief reference to 
~tter of cultural relatione . This is not the time for any do­

anal ysis or definite reoommendatione. But my whole visit to 
Only served to underline the words of Foreign Yinister Arnnha 

' it is terribly i mportant for our two peoples to understand ench 
' It is substantially true that we in the United States know 
about the country in South America which is moat important to 

h Let me limit myself here to two or throe items which bear 
t le subject. First, Brazilians reveal to a unique degree a 

:····~"•aa desire, a genuine eagerness for closer ties of understand-
the people of the United States. One American diplom3.tic 

retil!lrked, •we of fie inl repreeentnti vee ueually have to work 
hard to develop interest in our country ; bore we have that 1n­
t served to ue on a silver platter. • Yet many Brazilians fool 

1 • o have como to take their friendship tor granted; and that we 
eve no particular effort is necessary to ret~in it. One writer 

• • 
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e· •The United States haa abandoned ua; we are a nation of 
told c 0oo people; we play a n important role in South America; but 
.o,OO~y no attention to ue . Italy and Germany are doing their beet 
you In us for faec ism. They furnish material to our newspapers ; 
1~ 1 

baVS our journalists in their pay. They eend ua professors and 
1-!~ursrs. They give us radio br oadcasts in Portuguese. But the 
~led States is losing us. You need not copy fasoiat methode. But 

11 
need your aoti ve interest and support. • 

The situation in Bio Paulo University may aerve aa a case 
In point on the present situation. On ite arta faculty are ten Ital­
Ian professors and eight French. In addition to their Brazilian 

(which ie lOW in comparison with foreign standards of living) , 
salary ia continued, their time in Brazil ia considered 
o retirement allowance, and they are granted travelling 

to return home once a year. The only American professor on 
fnculty ie without any of these perquiai tea, which actually do 
rank as l uxuries, but serve to balance up the debit iteme involved 

worklr,~ abroad. Ria role ia not that of propagandist - certainly 
In narrow and derogatory sense of the word. He is trying 
a sound and scholarly j ob of teaching American history. In 

·~~~~:~· bla command of Portuguese has opened to him newspaper 
~ which have given his i nterpretations of American life a 

lonce . Yet he haa no support from hie home l and. In a situ-
ton which ie complex and unstable he stands &lone. ·, 

I cite this particular instance only because it illuatratea 
! definite problem, on whioh wo hc.ve yet to make any effec t ive at-
llck. 
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Oil &he lli411l' 'befare I eDUd 19' .. a\ll'e •'-7 1a ..,._U, I 
.,, rl &11 ~ cr'""P ot •- •-~;r 1mhenU7 protMMn, S.....Vialine, 
W1'1\0rt and eOOD..t.••• · ODe of \AI I!'LM\10111 - u-... reterre4 
to .oredl' • foreic7> poliev" , 1a \b.o O&al ot a hropeaa ~. •Jn.aU 
wU I nenr !ip\ on &he eicllt ot ~.• oleolareol- .-.r of u. 
v oUj) , and hie •~'-"' fOWII!. ,,..ns cou ~·· !be \all< lriN&b\ 
out -- wba\ h al~ 10 l\r1.i:1nc to *'9'0AI Co -- lmoa \be lloeWl­
\)' \o TllnkH i~~~perlali• in a117 Spalll~rloan oOIIIl\l'lee - Brallil'• 
otroJl4 \rad1Uon ot llloee trien4Uip wl\h \be 'Ua1\M S'-'"· 'fiMM 
aru 11 an• hoped \lwo \ \AI Aller loan • \a \ee ooalcl lraep aa \ ot a .,..,_. 
war, but, o ... -.ba\ M.¥, &bq held \ha\ \b.o AaUou ot \be lew forlcl 
ohauU ad.op\ a.Dil foUow a oo- poUqr . 

'lhile nalh\1 \ea4 \o new Preeidell\ Tarcae u a pollUoal 
oppor\11Aio\ par uoeu-, DO .lraaUialle I \alked w1\h eenooul)' ._ 
Hnecl &ha\ Tarpa woald - liD _,._ lib&\ t11r\a\1ou AI M.¥ llaw ooa­
olderotd ill \he pae\ - a\\t~~~~\ \ o oarrr BruU a-., 0'011 Uo --~­
ol d all.,..n\ w1\A &he 'Ua1\M S\ a \.. . In \AI t1o14 of \ra4e JruU 
h&o 'been w1lllllg to \all< 'bulDeu w1\A all awo\0111n. 1ll \AI uw re­
ai'MIIoo\ pr ocr .. (\o whioh 1 wan\ to refer la\er), Oe~ won \be 
rljh\ \ o proYidl \AI llll.lk of n ppliee tor \he ..,.,. Ill\ ~. 
b.h \or1Dal \l'a41Uon and. eoon..t.o• an \ o be OI.IWI\ed ill \be behnoe 
on \he oide of \AI VA1\ed S\a\ee . 

llo.-ftl', ill\e.l'll&l fao\ore 11ltlueno11 l!z'uU • o a \\Uud.e \ o­

n.rd ~· Jraa1llau baw f ollowed \AI n.;,;otiaU ou 011 \he Sla4.­
e \ell quaoUoo w1\b o1o" a UID\100 . ~AI ..,..,._ll\.1 a.cl'fiUloed f or a 
plebhoue and f or \AI 111Aoriy ri4)1\e o! Oena.o reliclc\1 ill Caeoho­
olon.lda oov.ld t.beore\ioalq be v .. cl aloo 111 fii.Yor ot t.bo Oer.n 
ooloniea 111 Bru11. one Jovulio\ 111 a reoen\ arUole oppoe.ed \AI 
prloolple o! pleb1eoitaa, ~ea\lllg \ba\ if one were held 111 JraaU, 
\b.o Oei'IIIWII and \heir o,..,a\hiaare 111411l\ wlll a IIIJol'l\¥ ill \AI \brei 
oouthern 1\e\ol o f Parana, San\a Ca\bal'~ and 1110 Orallcl.e do s-al . 
f"clh \A1t 1o ~ ~U'a\lcl 1\aUMD\ 1 11lf O,_d O'bUrfC'O clo llO\ 
IIJ.a l.aioe \AI \Area\ ot 0.~ pe,.\ft\ion. 1'be7 bel1no \lwo\ \be 
Xuh heft ...... dbpoe.ed to CO Jv,a\ & I far a1 \AIJ Wl'l perCUM lilr 
coun\lr f ol'OM. 

Bepr•.en \a\1.,.. ld - Jraalliall J*I'V \014 • \lla\ w1\Aia 
\Qe lan eu -\Ill \bq IlK 'be• tiPJ)I'oubed ~ -\alll Oe~ ~ 
1c \b.e ~111M• eorlcl, eo aa1rac1 lib&\ \ball' &,\1 ... ~4 be -..14 
\b.e S\a\e ld ltlo Qna4.e tAo IDl. oepara\1 troa IJ'UU \o Me- a Oer­

....,. oolOft¥ or JOII'O\eo\onr.\1. e. o.- otferet \hie l*I'V• ill re­
\\l.rn tor a pled.- no\ \o oppoee noll a .,.,., _,. •'•rlal• • \l'Oope 
" ud other ueio\anoe \o enable ~ to o'tel'tvll &he larpe co..-• 

Regraded Uclassified



214 

- 2 -

aliA \akt po .. r 1a B1o. l\ aa ia\l.a'-l \ba\ J\&1¥ W<Mld nppor\ u.. 
c;.r-.. .,.,. . :Ill\ U.. kl'-l ll.ook taUed \0 llr1Ac a 11illllle . 

~han h cr•• IIMi tor a t.ho~ •Wd¥ - 1\ W<Mld \lib 

1u 10011\h.t or a 7MZ - 011 U.. ~r all4 ao\h1\1ee ot a.,....., 
1\al1&no aDd Japu••• 1a llraaU. AoGIU'a\e tao\• are 41.-ppe>ia\iacl¥ 

oCAJ'Ct . ~. lu\ Da\1011al oeuu •• t.abA 1A 11130, &114 \he au\ 

oco l o ao~ clue un\U 1~. ~a\10A t\a\1a\1oe are &II =•t• 
¢ do, t or 110 0111 boft \o 'lllba\ d~M \heir \o\ah baft "bMII ..U­

! lec! by •1cra\1oll, da&\ha all4 oU..r tao\on. !be_, reoe11\ &OftrD­

son\ to\1a\eo pla ce U.. II'GIIIIIer ot J\alialla 1a U.. _..,. a\ 110,0001 

ot Japoulne a\ 134,0001 and al Oerana a\ '13,000. fh1t laUer ticvze 

ooau 1Aored1'bl7 1.,.., aiaoe &ao !'IWlo S\ah al0111 ao\l.a\n 1h Oer­

..., popula \1011 a\ 2'7,0001 all4 U.. ool0111ea reo141A\ 1a U.. o\bar -\h­

orn o\a\11 ot l'ar&Da, &ao\a Ca\bariJia 1.114 B1o Or&llde do Sill are larpr 

l n all proba'bU1~. Ill\ \ he Oenau 1a .lraaU ha'fo belli dCD1t1-\ 

no~ aloo• tor \heir ~r, llv.\ alao tor \heir oloM..C1\ or.,u.._ 

\lon , auc! \heir -.reodft ·~ wt\hia reo111\ ,-oaro tor IJII'eadiac llad 

d.oc\r1Aeo aad. iatlueooe. 'l'h11 cmaad.e tiaall¥ be- au O]>ell \hr•\ 

\o Braa111&D lllli\71 1.114 U.. larpa r~ \oolc o\epa \ o aoo\oh \he 

d&.Qpr. Qo AprU 111 lao\ a decree llarrecl toro14P'ero anl1 torel.p or,.a­

lla\loDo tra aDC~~Ciac 1a &117 pol1\1oal ao\iYi\7 1a Brull, aDd alto 

t orllacle pr~NI• t a w riac poli\ioal par\ln 1a \he ~an\1° h­
l alldl. i'hh ..-w-e wao ev.pple•o\ecl b¥ lawa 1a \he S\a._o ot SaA\a 

Ca\harl.na and Rio Grandt do Sill., raqutnuc \he\ \eaoharo ''1-11 O.r.o 

aliA o\her torel.p oc*>oh 'be BruUl&Da aad olaoaeo be oo¥-o\ecl 111 
Porwc-uoe . So.oh •• O.JW&D rtllll...,\ a\ \hue -ev.rea' P>a\ \he 

Nad 0 CIIlUural a\\aolle• 1A \he Rio elllluq, IIIIo aa repor~ \o haft 

Mdo ..,.,. \he OeJWaA ~oaclor plq ooooad t1d4le- \he a\\aohe aa 

a lad, cUt \he Aallaa1&4or wao no\ - le~\ tor Jerlia lQ' tpeoial 

pla~~o . 1\ J.a 110\ 7e\ clear \o wha\ de;p"M \hie pol1\1oal oe\-llaolt wUl 

a!foo\ \he O.ran \ rade dri'fl· l or \he tiro\ toou •011\h.t or 11138, 
Go,.,..Q¥ re\a1a.d \he lead oftl' \he Uni\ed S\a\ao 111 Brulli&D i.oq>orh 

1\ had WOII 1a 1936 and lVI:Sf • 

A\ \he - \1M Prta1ci.ID\ Yarpa hal el1111aa\ed tra. \he 
pol1 \1cal ooone .Brasil ' • dolleo\io taa oh\o, \he llllegal ia\o. Whlll 

on Mon • 'bar 10 , 1937 ha a4e ~elt abaoluh dic\a\or ot Bruil, 
ocrapped \he 11134 00111\1\u\ion aDd proolat.d a .,,.. ..,.\hori\ari&D 

dOCWIIIn \, he had \he ao\1Ye ..,ppor\ ot \hia a\roJic, na\1CG-w1de par­

\,)' . 'l'ho ln\acralh\1 wwe led \o u;peo\ \hq W<Mld pl.aJ a pra.ia111\ 

r ole 1a \he a.w ""'--P• n\h - or ere call111e\ poo1\1ou . (L~o 
ot o\har .BraaUi&ll paJ'\1eo, uper1.,.oed 1A \he _,.. ot looal pol1\1oo, 

tinol.J 'bal1ne \he Ja\ecn.l1Ua .. ,.. r-1'11QC t1Dallo1al aid tra. o.r­
II&Jl)' aDd I \&1¥1 \h~~r _., ape114.1Dc tar .,,.. .,..., \hall oGIIld ,...,.,.._ 

a'blJ 'be .. oved. tl"'OI aovoea 1a liJ'Uil) . :Ill\ oao• Yarpa had oooaoU­

d.a\•4 hia poe1Uoa, \he In\acralil\a ""' \hroa ia\o \he 41aoari -.4 
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U!eir part)' clhoolYe<l.. .U\ar U.. allorUYe ODI&J> ot lao \ ~. 111&11¥ ot 

•h• lr comboro were Jailacl. !he parfil 1e liOW UDdergJ'OWid; • .,.. obeerT­

ero belle.,.. 1\ e!!eo\1Yel1 arusbed and ito pr incipal leadero clioorecli\­

od ; o U!ara rooall that 1\ inolllUcl m111erou. ~ a.od '*"7 o!fioera 

..,.,.., iu suppor\ero and bold that 1\ •Ull re tain• w.t!1oi•t ! oroe 

tor " com-llaok aballld a !aYOrable oppor1uni y ariaa. 

':!buo Prea1clen\ Ve.rgr.o bt\o \ekan aoUon ...,ina\ b oth ! orai;pl 

ana doi:IOnio faoobtl. and. bao •4& olear \ha\ hit 1'111• h dio\ator­

ob1p , BrasUiMtl 1\lle. It )'OU 4on 1 t mind , 1 oballl4 like to JM\ in 

a•re a !ttw wor4a ao t o bow llruU, rith Uo Ponoacaeae \ra41Uon, lan­

~· and cW. w.ra 41t!aro tr ... Spa.niab-.AJ:Mrican oO\lD \rho. l or Tar­

gao h on!l \o be undero\Ood i n oonnocUon with hio 111Un. One a! 

\ho l ouono which a YbU to Bruil \ oaobeo 11 \hat BraaUian oond1-

u ono .,.., ""ceooaril)' be defined in Bruil l.aa h zw. 

n.e Brasil WI largeq lack• the Sp&niob oen .. o! .perooaal 

di (,ll ltll he CL.reo little t or • !rant• or oeremon1. He b in!oral, 

c .. a\llil . A\ Uua be 11 unbelie 'l'llbl)' cniUAl. \Ut naoo the l n tecral­

ln a uack on the Preoi<ienUa l Palace on Ill>¥ ll. b rebelo <iid not 

\rouble \o poe \ &'J&l"'.• at the gr. tao o! the palace a:roundo; people 

dr on in Alld out t o aee \be t~\in,g wb1ob • • o;oillc OD onl)' '""V­
!ht )'ards ou•1 · ':be Bru111an 11 \ olorant, no\ i'anaUoal. He 

.WC.. a no i'ftthh o! 10b1 \rae\ princ iple . He l aclcs \bo oruel t;y of \be 

SpiJII..ord . !It doe a not like \o kill. ~ ..... leader of tho lao¥ rnol\ 

no no t ob.a, bu.t ,:i'f'80 onl,y a \an- )'enr ~tntance. ':be Bruilian haa 

a genius ! or coaprollioe; ha d oea not reoojpliat aharp linea o! <ii'Wi­

tloc ; he do ea not make periii!Ultn\ enfiiDieo. Brasil doea no \ ha.,.. a 

color line , bu.\ rather a color aone -- \bou,sb the trwtoi U on tram 

onite to bl,.ol< r~a ~ allll» \ illpercep Uble o\e«eo. 'O!b.s laJit abar­

aclorbUc ~be appUod \o a ocial and political al~nta. Brasil 

l acl<o a cle&r• cu.t Le!t an4 a cl•r-011\ Rigb\ . ':'be _, who \o4a)' are 

hrgao' enlllllin may be in his cabinet t omorrow. H 1o larc•l.r ,,.,.. 

that beoauoe Preo1dan\ Yargr.s oorreopondo \o tbio me<ii\111 - - IUid alao 

t o " certain \ ranai \local •ta«• in Bruil ' • pol1 tical dnelopaeA\ -

lie bl!.o bean ouccesot\1.1 in boWnc: power. 

Hit &OYernlll&llt 1o ot aouroe a diot&torohip. 'O!alk o! the 

plobiocite wb1ch wao to ra tif7 tho Naoember 1937 cono\i~tion 11 

tel~oct hoo.rd. Preoidan t Vargr.a an4 h1o aooooiatea are report ed. to 

fool tll•.r need. no\ troullle with it. fha)' llj>Jll'ren\1)' !1n4 U 80ra 

•••••niont l o ~Yern <iirectl)' ~ d ecree, \ball bo\har wUb a leciola­

turo. 111\enen\ora or !e<l.eral oo•i11iocera, ..-4 ~ Yar&&* \c r a­

pl lloe !oJ'IIIIIr &Oftrnoro, rule all o\ateo .zoap\ one. OiYU UberUoo 

aro a• tho 'IIlia o! tho au\bor U ieo. Ceuorahip -1111 the pra••l 
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~.oro io llO h'ood• ot epeeall. OM .-..n .. r rkHr •I ~>e'fn at­

\Oapl "' cUoGUo pallUoo, aoep\ La -u &rCJIIPe a\ Pl'i•'- lwlueoa 

1 don' \ wr1 \e ali<M\ 1\ U h\\aro, tor 7CI'a .. ....r bow -... \llq .Ul 

h openo<l.• .Lrree\e arw ar~l\1'1117• .Jiu\ Mforo 1 lot\ llao Palo, 

•- ,_\¥ of \he 1101\ !.llp)r\&A\ l...S.n u t.lw llallu <II Olholra 

~rt.r woro oo1114 a\ \be or<lor of t.lw Ia~\or, &aMI. \old. ~ 

colll<l alloooo be\- i.llpM.e-\ &aMI. uilo h'ca \be oly of 111o Palo. 

1 \<llke<l "' MD llbo lla4 Moll l..,a1.eGDI4 ca nopialca for lOIIC por1o<lo . 

~h•T lot\ AO <ICNII\ ill lit' II1D4 ao \o \he tao\ of e:a\elloln polloe ~n.. 

\1111.1· U •• llO\ •nopoc \Ulo1 poUUobu 'llul ftftoro<l, 'lila\ al­

lo,oCI a-...ie\1 &aMI. \o a louer 40C1'H Ill~h\o arroe\M at\or 

l ht aUoq>\ld. OO'QP of lao\ ..,. • 

'l'he Varpa rocl• rn\e pr1ar117 Oil \he ~r\ of \he ar­

~ &1111 DA"7· I\ h a 11111 \&1'7 cl1o\a\orohlpl 'ill\ 1\ 11 110ro \hall .._\, 

tor i\ =-41 cou1.._~. po)ll&lAr nppor\ , diu \ o var,..• 'firW!o­

oUt &\ poll Uoal JQKli..Jl& alld OODOU1&\1oll0 aD4 \D hh OCIQI'\l.Jic of 

l he Mlleo \hr<N&h ooo1al locialaUOD and. o\her Mallo. !he proei­

clu\1 1 npreM poUUoal aow\ell .. o 1a aooord.o<l 'Wl1.,.raal rooOCJllU oD. 

larpa <loeo 110 \ \alk; 110 oae apparu\17 kaowo wba\ 11 ill hh ai.JI4, or 

who\ ho will d.o llu\. He d.oee 1>0\ bold.~·; 1t he lliOd.o & ...,, 

ho will u o ALa, llO -\\or 1t \he\ ..., bae f~\ 11C&1Ill\ hLa ill t.1w 

pal\; llo.\ \ho cl1ooard. awalu ozq ..., or par\¥ wbooe Uletulluou 1o \ 

oD4od.. ~ho proold.oD\ hal&DOOe \he powr of a..e polH1oal lead.or w1\h 

ODo\hor, """ o\a\o w1\h a 1ooolld., cao cezaeral w1\h hio riftl . A 

foro~ o~oornr roarlaod.r 1 Tarcaa bu bean d.oUlo-orout.ac \be 

cent"'lo 1o tao\, \ha\ ho baa U.. all 111•171 DO Olll a t U... lo:aow 

how l011g ho Gall 1\&7 oa h1o horae .• 'rho proll<loll\ 11 oarotlll \o IM 

\ho\ llO -ber of h11 pd•lnh\raUGD aohio'"o \oo pw.\ powr or 

pooiUon. J'J"&D01ooo Olwllpo1, 111A11\Ir of t.lw ln\erior AD4 a\hor ot 
\ho 1~31 OGDI\Uu.Uon, llaa oou hb penOIIIll 1\ar a:a alld - · &18 

ropor\od a4airaUcm t or taaolo\ Uoal• b Mhnoed. _. \he 41110-Uo 

ton\l.aooll\e of Dr. OoMl<lo .A.raDba, J'oroi;pl llillb\er, fo~r ....,.._ 

clor &\ 'faoh1J11\oll alld h'load. ot \he UDl\od. S\a\oe. ID \ba &rJit', 

Oonoral aa .. lloll\elro, Ohlof of natt, 11 plapcl ott .,..ille\ O&n•al 

llol\ra , ltillb\or of ...,. , fhoH wo -· to~l7 fr1oad.l7, aro now 

rtporhd \o be a' o441t . Goo& lloll\elro 1e oould.orod. \ba _.. ~· AD4 

b\tll!.clll\ of \be ho, aDd. 1e ra\ed. llraall'• bee\ e\ra\ecl•\1 ho _. 

\he o\ar ~U at GeJlara1 Qaalill, ...., \ho la\\er - ...,. J'roao•'• 

Chht of S\atf- _. hea.4 of \he .rnaoa .Ul\ar¥ lll.&eloa ill JruU. 

Ooeo1p !au 1\ tlaa\ Aftlllla &aMI. Oooe MoD\elro faftl' hol..cl1ac \be oou\1-

\UH ollal ple'thol\e &aMI. a~ ... ......, \o • o-U• ..,,..., 11bllo 

llol\ra oppoeoe \be ple'tbolto, AD4 1o nopoo\14 _, - of ..-.u1ou 

\o "' h1Molf 1Q> ao \be hea.cl of a -taooh\ reclM. '1a1Jr: ot Tar­

&u• poeel'th onr\hrow ......,. _, h'o4"&"\17 aa \be llll\raeOoOa ...,_ 

\tiro rl~ aa4 trlo\1aa. 
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Prtaicl.eA\ ,,...... •n• -eoell wUia laia lo.,..'ller 1137 ~ tile 

11\&1111~\ ot a ... 1\a\a 1a Jlraall. ~ 11&4 tallelll llr'a­

•11 henoetor\b waa \o Mft an -~Uadaa r~, wllicb woul4 'Di­

!J lobo cOGA\1')' in \lae taoe ot a cbao\io ln\erna\ional dW&Uon, qp­

prtn .W.nrdft intl-oea, an4 Jill\ nn tft1o1anq an4 4r1ft 1n\o 

,ovu ..-n\ . :81&\ C..\ in pnoUoe, aa 4h~elaell tro. Ul<MI17, 4o• 

lobo New SkU a!.&llcl tor r 

1 . p1r•c\ con==a\, \be\ 1a, p..-a...-.1 41o\a\orwbip. Yarpe llaa 

rultcl Bradl ainot \laa NYOlu\ion ot lt30, 11a\ UlaN b ,_ \ratio 

1.o ;ho conhn\1on \Ia&\ ann\e Mft 11.111\414 lah opporWil1\1ea tor ooa­

•U"'lCUYa achl • ft•n\. h\wan 11130 an4 11134, a\\an\iou •oeaaarUT 
conur.o tlro \ on oon aol1cl&UOR ot \laa n• ftC11oo, Ul• 1\a clet ... t 

116"1nt\ \ha 11132 PIWlh\a rnol\, an4 f1nall7 011 tlaa clratUnc ot \laa 

1934 cona\Hu U on. 'ale tiN\ Concr'ttt 'llllllar \hb oono\i .. U on -. 

ch&rackrlaecl _, one tort~ rea14aA\ aa 0 100rat \han a Ladi .. A.14 

sco1etr•; \all< ~ookecl ao\1ou. .Ill\ wi \h CCJGCI'aaa Oil\ of \lae W¥ ~­

\ or Monm)er lila?, j!OYtl'DIMil\al •nh1Dt l')' )epn \o INa. Ott1oa­

hol4era were forll1d4• \o llolcl •r• \han one J ob; &Ad. \he tff1o1anq 

ot lobo llnraauoraqo •• a\apPtl4 "JJ· s- ot \be 100ra\ craf\ara -• 

ollmba\tcl . (In \bia oOJWeoU on var...., h gtneral17 oreclUecl witla 

enUre peraonal laontat.J .) 'flM p redclan\ and lab a4Yher• \ IU'Ila4 Oil\ 

4eor"a .mcb W>ra awit\lr \han COIIC'•aa lla4 pro<b&ca4 lawa . Since 

Nonmllor 1937 1\ h a\a\14 U.\ 600 lawa &1111 3000 4aoreet ban Hill 

1ulltcl. llll\ II&Cia ot \bia hc1a1aUon h baa\11)' &Del oarelea al¥ 

4raf\t4. fo..-rl¥ 4ella\a 1n COIICfiU aarYecl \o l J'OD Oil\ clefeola, 

bv.t now &M\ chana• 1a loa\. 

2. Ct nkalht<l conrwu, aa oppoae4 \o \lae t o..-r elllpba.th on a\ata•a 

r1~\a, whiola 1n Jrull 1aaa llten oarr1e4 tar \bar \han 1n \be UA1 \a4 

s'"'"'. 'l'o uaa a word. coined. 111r roretcn 111n1a \ar J.ranha 1n an 1n\er­

Y1ow, \lae h n4aAQ7 -. \o • Ch1nat7" Braail. In aeYeral oa••• tlae 

akta 11111\iaa ware~•• 1n all 11a\ -~ an4 ,_ wrt a.,Upptcl 

w1 1ob \anka &n4 llo~ plaaet . Jrull 'a onl7 an\1-airorat\ .,_ ftl'l 

ordore4 lilr Oovtrnor noraa 4a CUnha tor \lae o\a\t t oroea ot Rto 

Granda 4o llul , a\ arr1Ye4 ~\lr be 11&4 lit• CN11\a4. 5\a\aa lla4 tlae 

power \o h'f)' apor\ a \ita . llow Prn14an\ farp.a •• N'IDM'cl \laa 

powor or \he mlU1u, pa.r\1CIIIl&rl7 1n \hoot a \a \<It cera \heJ' lliell' 

be uae11 -...1nt\ IWo; an4 alt o 4earte4 prO(Veaah• el1111naU on or \lae 

""''- eapor\ cbi.Uat . OppOtU1on \o \bit VeD4 \card. ou\ rallaa\ioa 

h t\fOD«et\ 1n Sao J'IWlo , Jrull 'a rtab .. \ &n4 _,t\ prodllo\1YI a \a \a, 

which a"kl a a tar &a poaollll• \o nan 1\a - ~faira . 

3. MUbvHw. I haYI al.--IJ MDU•e4 \lilt lac1al&U Oil -,piDI\ for­

dan orpntu.Houa, and. t1ae .Ut•• pa\ on Gtraa ao\1-rUiaa . 111 M. 

c11Uon t1ae J o.._...., 11137 -a\Ua\lon raquire4 tlae U&rellol4ara ot 
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)&Dkt azul 1111\U'aDGe 0' s•a'ee \o tie lruUiau (a pl'ortliOD DO \ ,., 

u!oroo4) azul polAMtl \owaM \Ill Jli'CIC'I .. lft aa\l~baUOD ot 
111Dt1 &114 • MI'po..,.. I.aa\ API'U a deCiftl uol11M4 t orel.cla la\lrll\1 

trca ~ho ~\rol- ladluVJ', .,_., a\ \1M U.. ...._ a larp roti.ael7 

ot s~rcl 011 ot 11 .. Jor .. , •a &boll.\ \o 'lllcln oper aUODe. 

' · &u=mn•· Alc>P« wU h \!Ia -UOMJ.hUo ...-.h llao coa• 11 pro­

qam \ o o\HQ&~ \!Ia aJWeCl t o l'Oia . !bl• lwo4 "'- 'AII4ar cUaGUiioa 

tor y.,.,.,, lilt\ \he liOTa.ller OOIQI treecl Y&r411f.l 1 Ml¥!.1 tor ~la\1 

action. l!nlall plalll \0 al*"i ·~ $100,000,000 OD \Ala procru dar­

in6 \he nax\ tlTI ,.an. AcoorcUac \0 an acr-A\ oODAlwlld. M!OZ"e 

1Ja l'roo1<!ell\ toll ou\ orl \h \he Had a, 01..-., b \0 pro'fid.a \!Ia RUt 

of a&'orl.aJ. tor \he al'IIV - bM.~ arUllN)', l1&1l\ ar\UlN)', anU• 

aircno.H ;."QAa, e \o , llraaU h aob<eclulecl \0 reoe1n trOll o...-., eaoll 

y-.r t or \ha n G\ fiw Je&ra 110,000,000 arb ...,,. .. ot npplhe, or 

? 1 8 .._ _ 

a 'o~or.l ot 200,000 ,000 II&J'ka , ot \hla -· approxla\ell t1-1x\lla 

can w J)aicl in OCIIJ"'Ila&\ecl laJ'Ica, azul \he llal&AOe lA lrH lllUibaQ&W • 

(~ in apHe of 1!aab1nc\ OD1 e ettor\o \ o c!hOOUJ'ftCI llruil' a apen­
.,,h 11> "b!t.l'\ar \ ra4e , \!Ia -..\17-~a IIIIJ'opaan ar - ia -

a1Uoc! II¥ \hia ...,. -cr•- "' \0 oo-naa\ ecl -.rlao tor a\ lean t 1w 

yoara. A h1gb •111 \aq au\hori to¥ \ole! • he oooo1d.ar el1 the 11o))llldeftoa 

ot Braall 1a II1'IQ' OD 0....... nppU11 a '"*' aie\al<.l ; ahoald. a lllll'ope­

an cantll c \ br.k, llraaU ~cl tie Gil\ ott hoe ~. ~cl llaw 

\ o ""'" \0 \ha 111>1 \ecl S\a\ea t or -.1\lona, ancl ~cl be han41oapp.cl 

b¥ a cOJU'u.ai !l« TIIJ'ie\¥ ot .ocleh lA 1\a ...--11\ .) Jor \he 411"7 

\hree .,.....1nea ware bollcl>• !1'011 I\11¥, azul nacou a u ou ....., repor\M. 

under WilT tor \hrH •re. 'lhrH onUaon wen ord.arecl trOll lllcluolo 

II.Dd. \hre e o\llar o • re \0 tie biUH ill Jn.all, v.atnc t wrioa\14 ••r J.al 

t roa \he \Jn1\ed. S\a\11 . 111 \hi t W¥ lft.ail plana \ o ae_.• \!Ia 

oJ'Iliten 11h1ob H or i41Aalll propoaecl \0 lea .. Ira. \ha un1W S\a\ea . 

So• ollaenen T1ew llraaU 1t !allure \0 oll\&111 \hooe cmLia­

ora u a - cial ITIII\ protCII&Dd.l1 1Atlue110illc \llo J'IOIIA\ .. lie! \o­

warcl clio\a\Orahlp. Aooorci.1Dc \ o UUa \heo:q, \lle -aa ~ .t.rpa­

\ IAa ill lolooltlac \!Ia propoaecl d.eal apl'llld. -•\erua\loe --c .Jraail· 

i an l llclere . Brasil lwo4 Wilftcl U IIIJD¥14 a taTOred. pod\loe lA 

Allori01111 rn ud.ahip. lilt.\ .t.rpA\lAII, U e _, tearto<l riwal, 11114 bee& 

ablo \o nlla 1 w proa~c•• · Prea1d.ell' Ylll'4llf.l b repor\ ed. \0 loan 

called. \ocl\har GIIIV a11c1 -~ ob1efe aile! pled.ce4 \b.a h h ~ppor\ la 

k U d.1nc liP llruU • • IUWecl •\J'ellc1h &411f.l lla\ \hie tm-eaw Aillc UTilop.. 

ll.on\ , 'l2iu ... llorA \!Ia alU.a1101 llhiah -.41 pouillh \he I OftM .. 

1937 OOQp. ror Dill¥ .,..,._. ~d. pYe \he .U1\a>7 le&Url tM _, 

\ b,oy ...., \eel. :IotA ot \!Ia lMdlllC Clllllcli cla- lA U. pl'lleU.Ual -

Paip ot \he\ ,..,. lwo4 o\11411f.Uou \0 w.ruu lAwre•• aile! ~ppor\­

trtl neUher ~cl tie •VO.C ....; \0 \alee \!Ia •"P wblab Ill- .-14 
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.,.u pou1'ble \lie cl.arp4 npeef1 \11ne for llw _, procraa­

oupo,..1ao of eal"'ioe • U... foretca ~'· lo \lie eba\iou were 

call-.!. ott, &114 Tarpe wUia t1ae ..... ._. ot \lae .,... ucl •v ..... laia­

ulf · -•o1u\a .Ua\a\or, Jfaw \lae alWICl faroea are p\Uac '111111.\ u.q 
.....,,, and r eWIIp\iOD of .. mae ao \lae fore .. d.e'b\ 1e a c1t1t14 18-. 

5. A ••*'"1 tgpawl.p Mllp. lb.Ue ~ 1117 ocaeUtla,1ca pola\ .. 

Brasil \...rei \lie •aorpora\hw CI'PAUaUCID of naUODAl ~.• 

\ he 1101\ 111p0r\&ll\ reo.za\ alalf\ 1A poUq - \M\ re1aUac &a ooftM 

oxporu 111 \lae tall ot 1837 - -. ....,. tr<a racS..~ataU• u4 1A \lae 

t lreclloa of 11'beraU• &Del 17M u.u. !!I.e •-' , ... ,.o_. 
prloo dotenu, Nlcl \lao ooftH upor\ tax ._. reclpo'MI. tro. .S \ o U 

eilrah a 'bac· Jill\ 1D '-7 o f \laie )'&er o'fW- procllaaUOD ace1A ~'­

onod, &114 a clecrH nqu1rM eaola cr- &a .,.. owr &a t.llol.,._\ 

a •aeor1t1oe qQD\&0 ot ~ ot Ilia )ll'ocllaa\iao (1~ 1A \lae .. a ot • 

finer oot.teea). Hownn, ooffH experh w1\b *- I \aJJol4 'Mliaw 

\ bU Brull 1a approaola1Ac Nl equ111'br1u 'be \wee procllaaUoD Ul4 ar­

b\ cleaA<I. IA \lie a\&\& of Sao ~o &lou 'be\- 300,000,000 U14 

400,000,000 \rNa la'f9 l>aon A\ clllal \be coftH 'borer laa r1.,o'Ml 

Oll\JIIl\1 there •-• \0 'be crowiAc roooca>l\ 11111 \ba\ 1\&aro .,...,18 

an 'be 011 illpl'o,_11\ ot qul1\)' ra\ller \laD 1Aoreue of CI'WI\l\)'. 

i!opea are u prua'MI. \M\ \lae qQD\a pro'fia1011 -.:T 'M -'MI. earl)' 1a 

1939 , a~~d tuaro reaatalllhhllll11\ of 0011\rcl aYoid.ecl. 

'318 tall 1A \be worl4 prloe of oottee llao .._ CICIIIIMIU&\14 

1n \ha oue of Jraail ~a qaa.a\1\a\ift 1Jicreue 1A lllq)Or\a. llou­

\bohll .Bru1l lae ev.ttorecl a reO&II\ reoeu10111 1DUJ'Dal \racla 1e 

nU• \ecl a\ &'boll\ ~ Mlow lee\ TMoro 'llll\ \ he cleoll.De llae 'be• 

h 11 IIYere \b.,. 1J1 \lae UIUW 11\&\M, 

!he Jraa111&11 ..,.,..._ \ ra1lroa.<U ba •• 'llll4er ooneid.era­

U on pllrolaae ot a& 1-U'"e &114 1000 traic)l\ oan, wor\b •­

S6,000 ,000. !be Oerlalla are at\er \lae orclar, &114 are reporW &a 

han otter'MI. ff~U'-¥e&r areolUe, leo\ are -Ill• \0 proll1ea ~ .. , 

t al1n17. AlleriO&IIa 1A :araau, 1!1 new of \be •-\r¥'• cr-\ Do'Ml 

for ~roYo4 &114 -• az\.,..1Ye -laaUone, arp \lae\ U 1e of 

ltl'e\ecio illpor\&Doe far \lae Ull1\M S\&\ae &a e.-re \laie orclar. .U 

lllo U• ot 1111' ·~· d.eoielOII pr<aie'Ml \0 ~Uac• oa \be &11111\T of 1M 

ltzpor\-llapor\ lla.alt &a otter areolU \en. wh1CIIl llllcll\ CIOIIPtl'- ri\b 

lAOH Of \lae a. ....... • 

6. Sos1al,lM1•JeU•. !be Tarpe rac1M eiaM 1130 .. .._ ,..._ 

oll>le tor • larce aee at aooial h&1ela\1ca, iaol..U.C tile 1-Mu' 

llaJ , oae clq'e rea\ 1A ana, epeoial pro\eoUca for- &Del oh11· 

eire, &llcl aow a 11111• _. law wlaiall h - \o 10 111\o atfea\. 

\ 
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sal<• retllle la tile uev\1oa ~\ JII'U"t"u7 M¥\hlac- )lappa. 

'311rt an oo• * llelbft \M\ .... 1\I.Gil te tile ,..._, r«ciM 1a 
cr.oallT .-l .. •lac· To\ w. .,...uia.., u. oppuha1y w 
oul.ke. 1111leee ,., ... Rtton uf .. U• oa tile JU'\ ot la1a IIU1t.J'7 
au oclawe, or tile •-.to _,.,.e tAbs u aaw.,. 4-arct. 
Shov.lcl llo ll.ol4 Oil 1DI.otla1\ol7, tile OOD"" .. OI ot 41oW.\or eh1p or a 
rracl!lal retun \o "'-Uo proooeeee h l1bl7 \o 'Ill 41\IJ'IIlaN 'r 
\At rela\ln e\r-.rQ of Qo w.r101U ~e\1o 11114 lawnaUOJIIIl. pr•­
ovu oilloh plq OA W •fox of Oa\\e\o.• 

1 4ol>0 \ ..n\ \o oloee 11\llaa\ a\ leu\ a llr1et rofU'Uoo \o 
l bt •Uer of aal-.r..l rel&\loiiA. ~ 1a a o\ Qe \t. for U¥ 41-

1&1114 ualJd• or clel1a1\o rooo cla\1..... :Ia\ • wbole 'f1a1\ \o 
llr&IU anl1 .. rn4 \o ~llae Qe wor41 of J'orolc;a llla1a\er A1"UUIa 
\bet •1 \ 1o \orrn17 u.por\all\ tor CN.r \110 pooploe \o 'IAII8re\11114 eac* 
o\hor.• U h 1111M\all\1al17 '"'" Qa\ we la \boo llUl\14 SW.he !mow 
1 ... , a'bav.\ Qo 0011&\1'7 1a lloi&Q J.Mr1oa wllioh 11 aoa\ !q>or\&0\ \ o 

111 · 

I.e\ • UaU •••lt bero \o \wo or \llr" u- wllioh bear 
oA \hla lll>l>Joo\. F1ra\, Braa111&Aa reftal \o a IIAiCIIIO clocre• a 
w1cluprea4 4ea1ro , a a• ho .... 1'11111 tor olour \111 ot 1Uidon\ID4-
l.A;l w1\ll \llo people of Qe ta\1\N. 5\a\eo. Oao -1- 41pl-Uo 
ott1cer r-rlce4, ••• ott1o1&1. ropooeou\&Uveo 'U'Ciall¥ l:lo.n \ o wcrll: 
YtJ')' llercl \ o cllftlop la\eroe\ la CNr CKIQII\r)'l llvo •• l:lo.n \l:lo.\ la­
teru\ aerncl \o u ta a ellnr pla\\er.• Te\ ~ ~raaUI.AP feel 

\bat •• l:lo.•• •- \o \alee Qe1r trJed•htp tor pu\e41 All4 \l:lo.\ we 
bal1no no parUaalar otfor\ h u-l&r)' \o ro\ala 1\. Oao wr1\lr 
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